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WO RLD NEWS 

Europe trails US in 
competitiveness 
league, says report 


B U S I NE SS NE WS 

Alstom plans to 
double US sales 
over five years 


Europe lags behind the US on 
most measures of competitive- 
ness, says a report highlighting 
&e European Union's Inability to 
vjMt 0 new jobs as quickly as the 
US and Japan, its poor response 
to innovation, a Jack of risk capi- 
tal and high labour costs. Page 
18; Boost for Brussels, Interna- 
tional news, Page 4 

Scfardder starts Moscow visit 
Gerhard Schrfider, German chan- 
cellor, arrives in Moscow today 
for a visit aimed at broadening 
Germart-Russian relations in 
preparation for the post-Yeltsin 
era. international news. Page 4 

Anti-smoking groups question deal 

US anti-smoking groups want to 
hait the proposed $206bn settle- 
ment reached by tobacco com- 
panies, accusing Its architects of 
trying to rush it through without 
public scrutiny. International 
news, Page 4; Editorial Com- 
it, Page 17 
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rounds 141 protesters 
Indonesian political activists were 
detained in response to renewed 
riots and dashes between pro- 
testers and police. But students 
vowed to rally again and called 
for. the mUtar/s chief com- 
mander to be sacked, interna- 
tional news. Page 5 


Cfimate meeting ends in deal 

The United Nations climate 
change conference in Buenos 
Aires ended with agreement on a 
deadftne of late 2000 for detailing 
how greenhouse gas emissions 
are to be cut International 
news. Page 4 

Serbs offer (frect Kosovo tafits 
Serbia offered to host direct. 
Internationally monitored negotia- 
tions about Kosovo with the 
province's ethnic Albanian major- 
ifHhtemational news. Page 4 

ApSc summit disappoints 
Hopes of. a deal to flberafee .-. _• 
trade at the 21-member Asia- 
Pacific summit ended acrimoni- 
ously as Japan and the US 
traded acc u sations and the 
package had to be sent to the 
World Trade Organisation. Page 
IB; Summit detaBs, interna- 
tional news, Page 3; Observer, 
Comment and analysis Page 17 

CNna to regulate preeminent 

Beprg Is drawing up a tew on 
government procurement aimed 
at fighting waste as wefi as the 
corruption that cost the govern- 
ment more than $5bn last year. 
International news, Page 5 


Okinawa votes hi businessman 
^Concern about the economic sit- 
uation overcame resistance to 
the presence of US military 
bases in gubernatorial elections 
In Okinawa. Victory went to local 
business leader Kettchl Inamine. 
International news. Page 5 

British groups flourish abroad 
The overseas divisions of 
Britain’s largest multinational 
companies are more profitable 
titan those of international com- 
petitors, Oxford researchers say. 
UK news. Page 6 


UK tenters In One for state aid 
UK agriculture minister Nick 
Brown is expected this week to 
announce £80m-£90m ($132m- 
$150m) of aid for formers to alle- 
viate their worst crisis since the 
1930s. UK news, Page 6 


Russia unreffe p to detaBs 
Moscow issued its written eco- 
nomic plan promising to cut 
taxes, attract foreign investment, 
pay workers on time and hold 
down inflation. The govern ment 
Vaid it Intended to increase state 
gitervention in the economy and 
make It more “socially orientecr . 


Alstom, ate of the world's 
biggest electrical engineering 
suppliers, plans to double its 
sales in the US in the next five 
years. The company said it was 
particularly keen to expand in rafl 
transport Page 19 

Bertelsmann, Europe's biggest 
media group, is believed to be 
dose to finaJfemg the acquisition 
of a majority stake in Sptfoger 
Veriag. the scientific publisher, as 
part of a move to establish a 
commanding position in special- 
ist publishing. Page 22 

Iceland hailed the success of its 
privatisation projyamme after an 
riitfal pubfic offering n Icelandic 
Investment Bank, the state- 
owned commercial tender, was 
four times subscribed. Page 23 

Thyssen, the German industrial 
group, said market conditions 
had become harder for aO Its 
divisions. Its prospects were 
being hit by expectations of 
lower world growth. Page 22 

Commerzbank Hobai Equities, the 
German Investment bank whose 
expansion plans have been the 
talk of London this year, turns on 
its screens for business today. 
Pag»22 

Petrobr&s, the Brazilian 
state-owned oil company, is to 
begin raising an extra $300m 
from an enlarged Eurocommer- 
cial paper programme, in a sign 
that international markets are 
re-opening to the country. 

Page 19; Erfitorial Comment, 
Page 17; Lax, Page IB 

Aegon, the Dutch Insurer, has 
revised Its profit forecast for the 
year, saying ft now expected an 
tecrease to net. earnings of about I 
25 percent Page 22 

Oracle and Microsoft, the world's 
largest software companies, lock 
horns today attire opening of 
Comdex, the technology industry 
trade fair. Page 19 

British Tatecomn n Bdc a tions is 

considering several options for 
Its £2bn (S3.3bn) property portfo- 
lio, including spinning off the 
assets into a separately managed 
property company. Page 20 . 

CWgroap, the US financial 
conglomerate formed by the 
merger of Citicorp and Travelers 
Group, is developing plans to 
cross-sell its products online, 
usteg a marketing model bor- 
rowed from computer and soft- 
ware companies. Page 20 

Morgan Stanley Capital 
international, the global Index 
provider, wffl today launch a 
bond ftdex for Europe's future 
single currency in the latest shot 
of the “battle of the Indices". 

Page 19 

Compaq, the US computer group, 
saW It would “aggressively pro- . 
mote" the AltaVista internet 
search engine it acquired as part 
of its takeover of Digital Equip- 
ment In January. Page 20 

When shares In the merged 
DaimlerChrysler start traefing 
tomorrow, It will mark the latest 
attempt to create a global market 
In equities. Page 23 

Masco, a US-quoted home 
improvement and buifefing prod- 
ucts group, has made a recom- 
mended £40.5m ($67m) bid for 
Heritage Bathrooms. Page 20 
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US says no more chances for Saddam 


Clinton vows bombing will start rf Baghdad steps out of line 


By Stephen ftfiar In Wasfafagton, 
Route Khalaf In Baghdad 
and David Buchan in London 


Hie US and Britain grudgingly 
accepted yesterday Iraq’s promise 


weapons inspections, but 
expressed determination to bomb 
Baghdad the next time if stepped 

OUt Of Hup 

“Iraq has backed down," said 
President Bill Clinton, a day a fter 
he launched and then aborted a 
attack on Baghdad. But 
he stdd the two-week old crisis 
would not be over until Iraq 
“lived up to Its obligations” to let 
United Nations inspectors 
resume their work without 
restriction. 

Tariq Aziz, Iraq’s deputy prime 
minister, said Iraq would cooper- 


ate with the UN weapons inspec- 
tors but he said he did not know 


Iraq and the US took their con- 
frontation to the brink of war, 
with Saddam Hussein delaying 
his first concession on Saturday 
until after B-52 bombers were in 
the air with cruise missiles aimed 
on Iraq. Mr Clinton then recalled 
the bombers, but only dropped 
thi> Tn p n gr * p of an fcnmMflfale mili- 
tary strike when Iraq abandoned 
an attempt to link renewed 
inspection to removal of sanc- 
tions and promised "uncondi- 
tional" UN cooperation. 

The Iraqi leadership pnt a tri- 


umphant gloss on its climbdowEL 
"The rug was pulled from under 
the feet of the US administra- 
tion,” said the official AI-Thawra 
newspaper. Iraqi officials said 
that any decision by the US to 
strike Iraq following its decision 
to resume co-operation with the 
UN Special Commission would 
amount to "naked aggression". 

But Britain, the only country 
ready to join the US in attacking 
Iraq, said yesterday that Saddam 
Hussein was now "trapped". 
Tony Blair, UK prime minister, 
said "one false move and he [Sad- 
dam Hussein] can be hit legiti- 
mately" with more international 
support than before.” 

Mr Clinton said he recognised 
that bombing would "signifi- 


cantly degrade Saddam Hussein's 
ability to develop weapons of 
mass destruction and to deliver 
them", but it would also "mark 
the end of Unscom". On balance, 
the president said it was more 
important to go on gathering 
information on Iraq's weapons. 

The UN Security Council was 
meeting last night to decide tbe 
return of Un scorn inspectors who 
moved out or Iraq to Bahrain. 
The inspectors said they were 
ready to return immediately. 

But reflecting Washington’s 
mounting frustration at Saddam 
Hussein's brinkmanship. Mr Clin- 
ton announced that the US would 
step up efforts to undermine the 
Iraqi leader by. among other 
things, increasing support 


for Iraqi opposition 
groups. 

Iraq’s deputy PM Tariq Aziz 
said: "I strongly condemn the 
statement of President Clinton 
regarding the plans of his govern- 
ment to overthrow the govern- 
ment of Iraq. This is a flagrant 
viulation of Security Council res- 
olutions as well as international 
law." 

Iraq’s latest climbdown has re- 
opened divisions between the US 
and countries in the region- 
prince Sultan, the Saudi defence 
minister, said yesterday the US 
wouid not be allowed to use his 
country, where 5,000 US troops 
and 100 warplanes are already 
based, to launch attacks on Iraq. 


One last chance, Pages 2 and 3 
A hoHow victory, Page 16 


whether the crisis was over. "I 
cannot be optimistic «n ri say yes 
to resubmit itself to VntgmaHnnai and i cannot he pessimistic and 

say no,” he told CNN. 


AFTER EIGHT YEARS OF SANCTIONS, CITIZENS OF BAGHDAD HAVE LOST SIGHT OF WHAT FIGHT IS ABOUT 


Power politics 
are lost on 


crisis-weary 
people of Iraq 


By Route Khatef te Baghdad 


After two wars and eight years of 
punishing sanctions n pringfr Iraq, 
the people of Baghdad do not 
dwell on - th«ight« Of miamlng or 
smart w ea pons. Instead, they go 
about their daily business, send- 
ing their children to school and 
driving to their offices. 

That does not mean they disre- 
gard the dangers or do not some- 
times prepare for the worst The 
queues at petrol stations over the 
past week and the concerns occa- 
sionally ex p ressed about dwind- 
ling rattens testify to those tears. 

“We remembered the shortages 
of the Gulf war and we thought 
the US might target infrastruc- 
ture end oil installations,” said 
Ahmed, a shopkeeper in Bab 
Sharqui in the town centre. 

As Iraq plays its cat and mouse 
game with the US, Iraqis seem to 
have lost sight of what the fight 
is all about While they continue 
to suffer from draconian sanc- 
tions imposed by the UN after 
President Saddam Hussein's 1990 
invasion of Kuwait, they perceive 


UN weapons inspectors as sophis- 
ticated spies who use the most 
advanced technology to track 
information about weapons of 
mass destruction programmes. 
The people of Baghdad think 
they should have found it all by 
now. 

"It has been eight years and 
the Inspectors have been every- 
where. even in our homes. Their 
aeroplanes can even uncover 
what is hidden underground, "- 
said Saitm Ibrahim, who runs a 
tea stafl. "Where are we hiding 
the weapons, between the earth 
and the sky?" 

But if Iraqis have stopped car- 
ing about crisis, it is also because 
they have watched their leader- 
ship at work for decades and 
know its strategies better than 
anyone. 

At a family restaurant beside 
the River Tigris, Saadoun. a stu- 
dent, said many Iraqis have 
assumed the regime would find a 
way out of the latest crisis and 
avert military confrontation. 

“We are 90 per cent certain this 
will end peacefully. Iraq just 



wanted to make noise and attract 
attention." he explained. “People 
say we do not caTe if we get 
bombed, but of course we care. 
We lose our livelihood and the 
country will be destroyed, and, 
who knows, there could be inter- 
nal unrest that threatens stabil- 
ity. 

“We knew that if none of our 
friends like the Russians and the 
French came to the rescue, the 
government would simply back 


down." Mohsen Cha'alan, man- 
ager of a sportswear store, said: 
“We are hoping that this is the 
end, but clearly we need better 
news. 

“It is not that US warplanes in 
our skies are anything new. but 
now it is all in their hands, not in 
ours.” 

Abderrahmane Ibrahim, the 
owner of a Baghdad bookshop, 
said it was “like living some- 
where between reality and fan- 


tasy". While Iraq's leadership 
was yesterday proclaiming vic- 
tory in its latest showdown with 
the US, Mr Ibrahim. like many 
Iraqis, was confused and looking 
for a clearer signal of what might 
lie ahead (or him and his family. 

“We don't know where we 
stand. But we know the US has a 
stick and it could strike without 
warning, even without any sup- 
port, as they have done in the 
past." 


Ecclestone’s bond 
issue still on track 


By Patrick Harvnwi 
and Mark KBBcfc in London 


Benito Ecclestone, the Formula 
One motor racing promoter, 
plans to push ahead with the sale 
of his $2bn eurobond issue this 
week in spite of a warning from 
the European Commission that 
its investigation into the sport’s 
commercial arrangements was 
not complete. 

This autumn, Mr Ecclestone 
sought a "comfort letter" from 
the European Union competition 
authorities the* would allow him 
to reassure prospective investors 
the inquiry would not jeopardise 
thie sale of the bond. 

However, Brussels refused his 
request, and a Joint in v e s ti g a tion 
by the Financial Times and BBC 
-TV current affairs programme 
Panorama has discovered that 
the Commission vigorously 
objected to a statement issued in 
September by FI when the euro- 
bond was announced claiming 
there were only "a tew minor 
Issues" to be resolved with the 
Commission. 

The competition authorities 
told Mr Ecclestone their investi- 
gation was not over and they 
would give no assurances about 
the outcome of the inquiry, 
which has forced him to postpone 
the $3tm stock market flotation 
of his main FI company. 

The rapid growth over the past 
decade in the worldwide popular- 
ity of Fi racing, the premier 
international motor sport cham- 


pionship outside the US, has 
made Mr Ecclestone (me of the 
UK’s richest men. 

However, the complex nature 
of many of the commercial deals 
struck by the Fl promoter with 
broadcasters, racing teams and 
the Federation International de 
1' Automobile, the sport’s govern- 
ing body, has attracted tbe atten- 
tion of EC antitrust authorities. 

Among the issues under exami- 
nation are the length of the 
agreements between Mr Eccles- 
tone and the FIA and possible 
conflicts of interest arising from 
Mr Ecclestone's roles as senior 
official of the FIA and bead of tbe 
company that negotiates com- 
mend ai con tracts with it. 

Last night, a spokesman for Mr 
Ecclestone said the promoter 
believed he had satisfied some of 
the commission's concerns and 
could satisfy the others. Uncer- 
tainty surrounding the outcome 
of the EC's investigation into Fl 
may overshadow the attempts by 
Mr Ecclestone's bankers to sell 
the bond to prospective investors. 
The marketing of the bond 
begins in earnest this week. 

The $2bn bond is secured 
against the future TV revenues 
from Grand Prix racing and 
intended as a precursor to a flota- 
tion of the Fl. Most of the pro- 
ceeds will got into a trust for Mr 
Ecclestone's family, but a sum of 
SlOOm will be paid to the FIA. 

Coranent, Page 20 
Racing demon, Page 21 
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IRAQI WEAPONS STAND-OFF WASHINGTON THREATENS MILITARY STRIKES WITHOUT WARNING AMID SCEPTICISM OVER BAGHD AD'S CO MMITMENT TO CO-OPERATE UK in 


Last chance for Unscom inspectors, says US 


By Stephen Falter 
in Washington 

The US yesterday stepped 
back from military strikes 
against Iraq at the weekend 
after what it described as an 
unequivocal climbdowp by 
Saddam Hussein, the Iraqi 
leader. It also decided to give 
another - possibly a Qua! - 
chance to weapons inspec- 
tors from the United Nations 
to eliminate Iraq's pro- 
grammes to build weapons 
of mass destruction. 

Taken at face value, the 
Iraqi reversal should allow 
inspectors from the UN Spe- 
cial Commission on Iraq 
(Unscom; back into the 
country to pursue what US 
officials have described as 
‘'aggressive and intrusive” 
monitoring of the country's 
chemical, biological and 
nuclear arms capabilities. 

It was Baghdad's refusal to 
permit these inspectors to 
carry out their tasks that led 
to a build-up of US forces 
and the weekend order by 
President Bill Clinton, 
delayed soon afterwards fol- 
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lowing Iraqi indications that 
it would comply with the UN 
Security Council demands, 
to launch air and missile 
strikes against Iraq. 

Officials made It clear that 
the US remained sceptical of 
the Iraqi leader’s commit- 
ment to co-operate, suggest- 
ing military strikes could fol- 
low without warning if be 
did not keep his word. “We 
want to test that." Samuel 
Berger, the president's 
national security adviser, 
said yesterday. “If it works, 
it will play itself out. If they 
don't comply, we are pre- 
pared to act, as the president 
indicated.” 

Richard Butler, head of 
Unscom, told CNN yesterday 
that, given full Iraqi 
co-operation, it would take 
two to three months for 
Unscom to complete inspec- 
tions on the commission's 
target sites in the chemical 
weapons area, and longer for 
biological weapons where 
least was known. After this. 
Iraq would stiD have to sub- 
mit to long-term monitoring. 
Inspectors from the Interna- 
tional Atomic Energy 
Agency (IAEA) are also said 
to be close to completing 
their work on nuclear facili- 
ties, before they, too, move 
to long-term monitoring. 

Mr Clinton yesterday out- 
lined five conditions that 
would satisfy the US: Iraq 
must resolve all outstanding 
issues raised by Unscom and 
the IAEA; inspectors must 
have “unfettered access to 


inspect and to monitor all 
sites they choose with no 
restrictions or qualifica- 
tions” under Iraq's February 
agreement with Kofi Annan, 
the UN secretary general; 
Iraq must turn over all rele- 
vant documents; and lastly 
it must not interfere ‘with 
the independence or the pro- 
fessional expertise of the 
weapons inspectors”. 

He said the original dissat- 
isfaction of the US and UK 
with Iraq’s original letter on 
Saturday indicating it was 
ready to change course had 

resulted in important clarifi- 
cations from Iraq. These 
made clear Iraqi compliance 
would be unconditional, that 
decisions of August and 
October not to co-operate 
with Unscom were revoked, 
and that Its co-operation 
“would be unconditional and 
complete". 

Mr Clinton made clear his 
view that the use of military 
force would have, in US 
eyes, have “marked the end 
of Unscom". 

"If we take military action, 
we can significantly degrade 
the capability of Saddam 
Hussein to develop weapons 
of mass destruction and 
deliver them. But it would 
also mark the end of 
Unscom... Then we would 
have no oversight, no 
insight, no involvement in 
what is going on within 
Iraq.” 

Many analysts have 
detected a shift in opinion 
within the administration In 



BU C&ntorc use of mffitary force woidd have 'marked die and of Unscom' 


Iraqi policy this year, follow- 
ing a growing frustration 
with the repeated cycles of 
confrontation with Iraq, mil- 
itary build-up, and last ditch 
moves by the Iraq leader 
usually aimed at splitting 


This shift towards a policy of 
“containment” of Iraq - 
backed up by military 
strikes - looks to have been 
delayed by the weekend’s 
developments. 

Indeed, the dilemma of 


that without Unscom, the 
legal basis for sanctions on 
Iraq would have weakened, 
and sanctions would have 
eroded more rapidly than 
they seem to be doing any- 
way. 


the s ti mam Centre in Wash- 
ington said: “Given the enor- 
mous difficulty of the mis- 
sion, even a sustained 
camp ai g n of US air strikes 
will, fell- short of disarming 
Iraq completely of its chemi- 
cal and biological weapons 
capability.” 

However, there was an 
important change of empha- 
sis in Mr Clinton's remarks, 
showing it is searching for 
ways to undermine Mr Sad- 
dam, whom it sees as the 
key to Its foreign policy 
dilemma in Iraq. 

“Over the past year, we 

have deepened our engage- 
ment with the forces of 
rhang a in Iraq, reconciling 
the two largest Kurdish 
opposition groups, beginning 
broadcasts or a Radio Free 
Iraq throughout the country. 
We will intensify that 
effort... to do what we can 
to make the oppositions a 
more effective voice for the 
aspirations of the Iraqi 
people he said. 

With the memories still 
vivid of the felled uprisings 
against the Iraqi leader after 
the Gulf war nearly eight 
years ago, US officials were 
quick to describe this as a 
long-term abjective. It is also 
one fraught with difficulty, 
given the fractious nature of 
those opposition groups and 
given that the US would not 
want to see a multitude of 
weak warring statelets 
replace a united Iraq. 


the UN Security Council, such a containment policy Is Second, as analysts trow. A botfow victory, Rage 16 


INTERNATIONAL BRINKMANSHIP IRAQI LEADER HAS REWOUND THE FILM TO WHERE IT WAS LAST FEBRUARY 


U S and UK wrong-footed by climbdo wn 


By David Gardner, 
Mddte East Editor 


Saddam Hussein set a new 
benchmark in International 
brinkmanship on Saturday 
night. Whether he knew It or 
not US bombers had taken 
off by the time he fired off 
bis letter, promising to 
co-operate with United 

■MMiuN.' <A‘ it,:., ■:> 


Nations weapons inspectors 
he forced to withdraw from 
Iraq last week. 

The B-52 bombers, armed 
with cruise missiles, were 
turned back. But the Iraqi 
leader's last-minute climb- 
down has politically wrong- 
footed Washington and its 
British ally, making it diffi- 
cult to go ahead with the 


heavy attack the; planned 
on the Saddam regime's mili- 
tary infrastructure. 

Both Washington and Lon- 
don feared, as they did dur- 
ing last winter's two stand- 
offs with Baghdad, that Mr 
Saddam would catch them 
on the hoof. He would back 
down just enough to make It 
difficult to justify air-strikes. 


but not enough to meet their 
security concerns about 
what he may have left in his 
armoury of chemical and 
biological weapons. And that 
Is more or less what he has 
done. 

His initial letter, to Kofi 
Annan, UN secretary gen- 
eral, was dismissed in Wash- 
ington as “totally unaccept- 


ping new inspections and all 
monitoring of previously 
uncovered weapons sites. 
This frontal challenge to 
Security Council resolutions 
left those sympathetic to 
Iraq's plight without diplo- 
matic cards. Mr Saddam is 
now trying to pull back into 
the realm of diplomatic 
ambiguity where he is more 
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addenffinn. This set 1 ’ ‘ 

the UN should- conduct a yesterday -insisting -the cri- 


promised review of whether 
Iraq has complied ehoogh an 
disarmament to .get .' the 
eight-year old embargo on 
its oil exports lifted. 

But with the UN Security 


sis, and the threat to Iraq, 
was by do means over- But 
what might well have 
petered out over the week- 
end Is the dear, swift path 
.they had been talcing 


Council in session, a further., towards- dealing with Mr 


clarification came from 
Baghdad saying that its offer 
to resume co-operation with 
Unscom, the UN weapons 
inspectors, was “uncondi- 
tional” and that the earlier 
annexe was merely an Iraqi 
wish-list 

What is certain is that Mr 
Saddam’s move was enough 
to reopen the divisions 
inside the Security Council, 
and between Washington 
and its Arab allies, over 
whether a new assault on 
Iraq should go ahead. 
Already yesterday Prince 
Sultan, the Saudi defence 
minister, said the US would 
not be allowed to use its 
bases in Saudi Arabia - the 
launch-pad for the 1990-91 
Gulf war - to attack Iraq. 

In other words, the Iraqi 
leader has rewound the film 
to where it was last Febru- 
ary, when his partial 
obstruction of Unscom was 
not enough to convince 
France, Russia and the Arab 
states that bombing would 
improve prospects for con- 
taining him. 

The US and the UK this 
time had been able swiftly to 
build up momentum tor mili- 
tary action, mainly because 
Mr Saddam had in effect 
closed down Unscom, stop- 


Saddam. As al-Thtnom, the 
ruling Iraqi Ba'ath party 
newspaper, exulted yester- 
day; “We have pulled the rug 
from under the feet of the 
American administration.” 

As the Iraqi annexe on the 
sanctions review shows, 
Baghdad's, objective.. Is to 
focus on the oil embargo. 
The US and UK. for their 
part will work to keep the 
focus on Mr Saddam's non- 
conventional weapons 
arsenal and the threat this 
poses to Iraq's neighbours. 

As a result of the previous 
two confrontations Baghdad 
managed to get the issue of 
sanctions back on the UN 
agenda, and through the 
Memorandum of Under- 
standing Mr Sa ^rigm signed 
with Mr Annan in February, 
to get an undertaking that 
the oil embargo would be 
reviewed if Iraq complied on 
weapons. 

At the end of last month, 
however, the “comprehen- 
sive review” of compliance 
and sanctions promised by 
the UN did not contain any 
reference to the critical para- 
graph in Security Council 
Resolution 687, the corner- 
stone of the sanctions 
regime put in place after Mr 
Saddam's surrender in 19S1. 


The US, which has regu- 
larly insisted that sanctions 
should stay until Mr Saddam 
goes, prevented mention of 
Paragraph 22 of Resolution 
687, which explicitly states 
that once Iraq Is certified 
free of weapons of mass 
destruction the oil embargo 
will be lifted. If the US and 
UK hold off from military 
^action, then Paragraph 22. is 


continue. 

In Washington and Lon- 
don yesterday, senior offi- 
cials said they Would .put 
Iraq's co-operation assur- 
ances to the test quickly and 
vigorously. This time Sad- 
dam has to mean what he 
says and this time there will 
be no let-up in the pressure 
on . him to stick with the 
agreement - said Robin. 
Cook, UK foreign secretary. 

But however intrusive any 
new weapons inspections, 
there remains the likelihood 
that Unscom will not turn 
up anything new - partly 
because it has already 
destroyed most of Iraq's 
arsenal and partly because 
biological weapons agents. 

the main re maining danger, 

are easy to hide or to re- 
create. And if Unscom finds 
nothing, pressure will grow 
to lift the oil embargo. 

This confrontation, more- 
over, because it has brought 
assumptions that military 
action would go ahead and 
Unscom's role Inside Iraq 
would be over, has moved 
forward the debate on bow 
to contain Mr Saddam. 

Bl an ket sanctions are seen 
to have strengthened his 
grip on power. The debate 
had begun shifting towards 
alternatives such as external 
deterrence on the cold war 
model - the threat of propor- 
tionate retaliation any time 
Iraq threatens its neighbours 
— with a change in the sanc- 
tions mix to focus more on 
screening Iraq’s imports. 


warning 
to Iraq * 
over 
raids 


By George Parker, 

PoHfical Correspondent 

Tony Blair. UK prime 
minister, yesterday warned 
Iraqi President Saddam Hus- 
sein that British bombers 
were ready to launch imme- 
diate raids on Iraq if them 
was any further interference 
with the work of United 
Nations weapons inspecto^ 

Mr Blair said Britain 
shared Washington's view 
that air strikes would be 
mounted without warning if 
Iraq's assurances to the UN 
turned out to be hollow. 

The prime minister has 
been in constant touch with 
President Bill Clinton 
throughout the last 24 hours, 
and was deeply sceptical as 
he gave Britain's response to 
the Iraqi dimbdown. 

The inspectors have got 
to carry out their work with- 
out any hindrance whatso- 
ever.” he said. 

Mr Saddam’s assurances 
would be tested “within days 
rather than weeks” when 
UN inspectors returned to 
sites previously barred 
them, Mr Blair's offic 
spokesman confirmed, 
slightest obstruction of that 
will leave the Iraqis open to 
immediate attack, no warn- 
ing whatever.” 

Britain has 12 Tornado 
GRl ground attack aircraft 
on standby in Kuwait, and 
would carry out one-fifth of 
any manned bombing raids 
on Iraq. 

That attack could take 
place “without recourse to 
any further diplomacy, 
without going back to the 
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‘Obstruction will 
leave Iraqis open 
to attack’ 

United Nations, without/!©? 

: discussion = : whatever*: *«nd 
a&eepted^w 
by the international commu- 
nity”. • . 

Mr. Blair set the tone for 
the tough Anglo-US response 
when he confirmed hfe. ttad 
given the order for the RAF 
to join the American bomb- 
ing run on Iraq on Saturday 
afternoon. . ■’ 

*T will not hesitate to do so 
again should the circum- 
stances warrant it There 
will be no further warning,” 
he said. 

"Our quarrel is not and 
never has been with-the 
Iraqi people, it is with Sadr 
dam Hussein and whilst Itefe, 
remains, his menace and our' 
response to it will remain in 
place, in full.” 

Despite Britain's close liai- 
son with the US on the Iraqi 
crisis, Mr Blair has also kept 
in regular touch with other 
EU leaders. 

Mr Blair’s official spokes- 
man later said Britain wel- 
comed a statement issued by 
Jacques Chirac, French pres- 
ident last night 

“We welcome in particular 
his very clear statement that 
Baghdad must understand 
that it faces an immediate 
threat of the use of force if 
there is any new breach- of 
co-operation/' he said. 

Downing Street refused to 
criticise Kofi Annam-UN sec- 
retary general, for bis imme- 
diately warm response to the 
Iraqi letter. -Mr Blair’s 
spokesman said Mr ' Annan 
had played "a positive role" 
in helping to resolve the: cri- 
sis. • - 
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IRA QI WEAPONS STAND-OFF REGIONAL LEADERS. MUST REASSESS STAND ON SANCTIONS 

Arab states forced 
to re-think strategy 



f By Hark Hoband fat Cairo 

US President Bill Clinton's 
decision yesterday to accept 
Iraqi assurances of full 
co-operation with TIN weap- 
ons inspectors . will force 
Arab states to reassess their 
strategy towards the. Iraqi 
regime, which continues to 
be viewed with immense sus- 
picion. 

Arab leaders throughout 
the region have for the past 
week called upon Saddam 
Hussein, Iraq's president to 
back down from his decision 
on October 31 to end 
co-operation with weapons 
‘’inspectors. Although, they 
v %ad opposed the threatened 
US and British air strikes, 
that stance, however, is 
unlikely to lead to an 
improvement in their rela- 
tions with B aghdad. 

“With the decision of the 
Iraqi government to rescind 
the previous decision, I 
believe a very important 
step in the right direction 
has already been expressed.” 
Amr Moussa, Egypt’s foreign 
minis ter, said just before Mr 
Clinton's statement. 

"Now we are not talking 
about military strikes. We 

SECURITY COUNCIL 


are talking about an 
exchange of views and 
letters and commitments. So 
we must give this process a 
chance. I . believe this is a 
very important opening and 
the problem we hope will be 
defused," he said. 

But with US opposition, to 
the Iraqi regime as strong-as 
ever, such an grahangp -of 
views seems unlikely. 

Before Iraq’s offer to 
resume co-operation with 
UN weapons inspectors, 
Arab states appeared 
resigned to air strikes being 
launched. Meanwhile, none 
had offered to and 

leading Arab states bad 
blamed Iraq fnHy for the cri- 
sis. 

Arab states will now be 
forced to clarity how far they 
are prepared to go to press 
for an easing of the crippling 
sanctions imposed on Iraq, if 
such action allows the reju- 
venation of a regime which 
the US now appears deter- 
mined to overthrow. 

Iraq's leaders regard the 
continuing economic sanc- 
tions as a weapon intended 
not only to Tvnd ffrnrin** the 
government but to lead to Its 
downfall. Mr C3in ton’s state- 


ment yesterday will be seen 
in the region as confirming 
this suspicion. 

Mr Clinton also made it 
clear yesterday that he 
would prefer Unscom weap- 
ons inspectors to remain in 
the country, as a way of 
retaining dose surveillance 
of the regime. This will 
intensify Iraqi and regional 
accusations that the weap- 
ons Inspectors are little 
more than spies. 

Now Arab states expect to 
see what Mr Clinton called 
yesterday growing US sup- 
port for “farces for change" 
inside Iraq. He yesterday 
cited a recent rapproche- 
ment between rival Iraqi 
Kurdish factions as an exam- 
ple of this support Regional 
suspicion of Mr Saddam 
remains strong «™»ng Arab 
states. But their opposition 
to air strikes has s temmed 
more from the difficulty of 
justifying such acts to their 
own populz&lons than from 
support for Mr Saddam. 

With the US now appar- 
ently intent cm overthrowing 
the Iraqi government, 
regional states will be forced 
to adapt their policies to an 
increasingly complicated 



An RAF mechanic checks a Tornado bomber deployed in Kuwait 
and ready to assist la any US strike on Iraq Reuters 


long-term US strategy likely 
to put its relations with key 
allies in the region under 
mowing pressure. 

Saudi Arabia's announce- 
ment yesterday that it would 
not allow strikes against 
Iraq to be launched from 
bases on its territory came 
after Iraq appeared on Fri- 
day to have reversed its deci- 
sion not to cooperate with 


the weapons inspectors, and 
was clearly intended to boost 
diplomatic initiatives. The 
US has 6,000 military person- 
nel and 120 fighter aircraft 
stationed in Saudi Arabia. 

Egypt, along with other 
Arab states, had opposed 
military action but had been 
urging Iraqi moderation 
rather than actively seeking 
to end the crisis. 


Members mull Iraq’s climbdown 


By Robert Graham hi Parts and 
Oiff International Staff 


* ”\' m y 


The United Nations Security 
Council was in session last 
night to debate Iraq’s 11 th- 
hour acceptance of arms 
inspections and its commit- 
ments to comply with UN 
resolutions. 

The Council members, the 
US, UK, France, Russia and 
China, were expected to 
draft a statement following 
their failure to arrive at a 
conclusion on Iraq's initial 
moves on Saturday night 

Iraq’s ambassador to the 
United Nations told the 
Security Council that Bagh- 


dad had rescinded its ban on 
the weapons inspectors 
unconditionally and had 
later revised its letter to try 
to meet US objections. 

Iraq’s initial move split the 
Council, which was unable 
to reach agreement on Satur- 
day on whether to accept the 
offer. 

While the US rejected it, 
Russia, China, France and 
other Council members wel- 
comed Baghdad’s derision. 

The Council was yesterday 
also expected to discuss 
whether to send inspectors, 
from the UN Special Com- 
mission (Unscom), charged 
with overseeing the removal 


of weapons of mass destruc- 
tion, back to Baghdad. 

France, which played a big 
part in resolving the previ- 
ous Iraqi crisis in February, 
was quick to welcome the 
last tninntg climbdown by 
Baghdad. However, it took a 
50-minute, three-way conver- 
sation among President Jac- 
ques Cbirar., President Bill 
Clinton and Tony Blair, UK 
prime minister, to smooth 

OUt potential Hrisimriwgfanri- 

ings over the next US moves 
to follow the Iraqi decision 
to resume co-operation with 
the United Nations weapons 
inspectors. 

Iraqi President Saddam 


Hussein had sought to create 
divisions in the ranks of the 
Council in his letter by 
addressing a special annexe 
to France, along with China 
and Russia. Throughout the 
present crisis, France has 
refused to endorse any US 
military action against Iraq 
but equally had warned 
Baghdad that it had no sup- 
port for Its policy of refusing 
to cooperate with the UN. 

France remains sympa- 
thetic to Iraq’s demand for a 
clear calendar that would 
show the steps necessary to 
remove the crippling UN 
embargo This marks a clear 
distance from the position 


spelled out yesterday by Mr 
Clinton. Paris also believes 
calls for a change of regime 
in Baghdad as made by the 
US president yesterday do 
little to encourage the Iraqi 
strongman to cooperate on 
anything other than a mini- 
mal basis. 

China, which has been 
pressing for a peaceful reso- 
lution of the crisis, yesterday 
welcomed Baghdad's latest 
attempt to avert conflict. A 
foreign ministry spokesman 
said: “We hope, the Iraqi side 
will honour its pledges and 
sincerely Implement all rele- 
vant Security Council resolu- 
tions." 


APEC MALAY SIA REJECTS CANADIAN 'CIVIL SOCIETY* INITIATIVE 

Human rights call 
met with hostility 


By Peter Moriagnau and 
Shelia McHnRy to Koala Lumpur 

Apec's trade liberalisation 
agenda was further compli- 
cated over the weekend after 
Canada took a robust stance 
on human rights and two of 
its cabinet ministers had 
lunch with Wan Azizah Wan 
Ismail, wife of Malaysia's 
jailed forma: deputy prime 
minister. 

Canada also formally pro- 
posed that the Asia-Pacific 
Economic Co-operation 
forum should set up a task 
force to look at ways of 
developing a more civil soci- 
ety In the region. 

Lloyd Axworthy, foreign 
minister, said he had also 
used a bilateral meeting 
with his Malaysian counter- 
part to express concern over 


the trial of the former dep- 
uty prime minister, Anwar 
Ibrahim, on sex and corrup- 
tion charges. 

The Canadian initiative 
produced a hostile response 
from their Malaysian hosts. 

A meeting between Sergio 
March! and Rafidah Aziz, 
trade ministers, was can- 
celled and Mahathir 
Mohamad, Malaysian prime 
minister, rejected the task- 
force idea. “If people keep on 
widening things, then we 
might end up becoming 
another United Nations," he 
said. “WeH only be able to 
talk a nd do nothing." 

Madeleine Albright, US 
secretary of state, also met 
Dr Wan Azizah, saying the 
US was concerned that her 
husband receive "due pro- 
cess and a fair trial". 


Canada's move put it in 
the lead on human rights in 
Apec and is in stark contrast 
to last year's Vancouver 
summit when the govern- 
ment of Jean ChrEtlen, 
prime minister, was accused 
of excessive police force in 
keeping demonstrators away 
from former Indonesian 
President Suharto. 

ffrnada argues it is impos- 
sible to divorce trade liberal- 
isation from other freedoms. 
"If we are to build an Apec 
community, we need to 
engage our respective 
peoples." said Mr Marchi. 
Ministers also rejected sug- 
gestions that their initiative 
represented unwarranted 
attempt to interfere in Mal- 
aysia's domestic affairs. 

Observer, Page 17 


Mahathir unable to 
banish spirit of Anwar 


By Peter Montagnaa and 
Shefla McNulty 

Anwar Ibrahim may be in 
jail but Us spirit is haunting 
the Apec meeting in Malay- 
sia and putting Mahathir 
Mohamad, Malaysia’s prime 
minister, on the defensive as 
host 

Many delegates from the 
20 nations and Hong Kong in 
attendance had direct deal- 
ings with Mr Anwar as 
finance minis ter and deputy 
prime minister before he 
was sacked abruptly in Sep- 
tember for baring “low mor- 
als”. They feel compelled to 
express concern about the 
way he was detained incom- 
municado for nine days, only 
to emerge bruised with a 
black eye, alleging police 
brutality. Mr Anwar charges 
he is being targeted for 
becoming a political rival to 
Dr Mahathir. 

Dr Mahathir tried to 
remove Mr Anwar from the 
agenda of the Asia-Pacific 
summit by suspending his 
trial on 10 charges of corrup- 


tion and sodomy, but the tri- 
al's opening proceedings 
have already yielded such 
extraordinary insights into 
how Malaysia works that Mr 
Anwar's treatment has inevi- 
tably become a summit 
issue. 

Demonstrators have been 
kept away from the neo-ba- 
roque hotel where the sum- 
mit is being held- But 
around 1,500 people paraded 
through central Kuala Lum- 
pur on Saturday and shots 
were fired in a scuffle with 
plain clothes police. 

Yesterday Dr Mahathir 
shrugged off the demonstra- 
tions as well as the reluc- 
tance of some participants to 
meet him. Malaysia was 
calm and able to play the 
host, he said. “We will try 
and be hospitable to every- 
one, even if they don’t want 
to talk to us." 

Even Malaysia’s normally 
reticent Asian neighbours, 
such as the Philippines, 
Indonesia and Thailand, 
expressed concerns before 
the meeting began. In testi- 


mony to the trial, it was 
alleged that Malaysian police 
were ordered by Mr Anwar 
to “neutralise" his accusers 
through threats and intimi- 
dation. 

Dr Mahathir insists the 
testimony does not cast a 
shadow on the police. But 
the revelations of police tac- 
tics have shaken the nation 
as well as some summit visi- 
tors. 

The trial has revealed that 
Dr Mahathir first heard of 
the allegations against Mr 
Anwar some years ago, and 
many Malaysians believe the 
prime minister only made 
them an issue this year 
when Mr Anwar was rapidly 
gaining support 

This bolsters the theory 
that the case is largely politi- 
cal. Mr Anwar, too, is doing 
Us best to make it so, 
shouting charges against Dr 
Mahathir during court pro- 
ceedings. It is clear neither 
side wffl back down. Against 
this background, it is inev- 
itable that politics intrude 
into the summit. 
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Boost for Brussels oyer illegal state aid 


By Emma Tucker in Brussels 

The European Commission 
will be granted new powers 
to recover illegally paid state 
subsidies under rules expec- 
ted to be agreed by member 
states today. 

The proposals will stop 
companies using repeated 
appeals to national courts to 
delay repayment of aid that 

has been outlawed by Brus- 
sels. 


According to officials, up 
to half the Commission's 
demands for repayment of 
aid since 1984 have been 
ignored, making a mockery 
of its role as Europe's com- 
petition watchdog. 

“The Commission has 
never been able to recover 
aid in Germany more 
quickly than eight years," 
said an official. 

At present, companies are 
able to delay handing back 


illegal aid by securing 
injunctions from local 
judges, allowing them to 
benefit from the subsidies 
while the appeals are heard. 

The new rule states that 
all aid subject to a Commis- 
sion investigation has to be 
recovered immediately, and 
that member states must 
make every endeavour, 
under national law, to get it 
back. 

“Sometimes there has 


been Implicit collusion 
between a member state and 
companies to delay recov- 
ery,” said a Commission offi- 
cial. 

The recovery rule is one of 
a package of measures that 
puts the Commission’s role 
as state aid policeman on a 
more secure, legal footing. 
Diplomats believed the quali- 
fied majority of votes needed 
to approve the package 
would be reached at a Coun- 


cil meeting today. 

Previous attempts to get 
agreement were thwarted 
mainly by Germany. France 
and Italy. 

These countries are under- 
stood to have dropped their 
objections, in a tradeoff that 
will require the Commission 
to complete all state aid 
Investigations within an 
agreed period* This wouid 
give the Commission two 
months to decide whether 


state aid contravenes EU 
rules, and a further is 
months to complete the 
investigation. - 
The regulation also 
includes plans to slash the 
amount of time spent trans- 
lating documents, which 
delays cases for several 
months. Member states are 
likely to authorise the Com- 
mission to reduce the num- 
ber of translations at the 
opening of an investigation. 


GERMAN-RUSSIAN RELATIONS 

Schroder aims 
to bolster ties 
with Moscow 


By Frederick Studemann 
in Berlin 

Gerhard Schr&der. German 
chancellor, arrives in 
Moscow today for a two-day 
visit aimed at broadening 
German-Russian relations in 
preparation Tor the post- 
Boris Yeltsin era. 

In what German govern- 
ment sources describe as "an 
end to sauna politics". Mr 
Schroder is determined to 
spend much of his two-dav 
visit getting to know a wide 
range of Russian politicians 
and businessmen. Mr Yelt- 
sin. the ailing Russian presi- 
dent. and Helmut Kohl, for- 
mer chancellor, had enjoyed 
a dose personal friendship. 
They once, famously, met in 
a sauna. 

"We want to diversify the 
relationship, which, in the 
past, was very focused [on 
YeltsinJ." a government 
source said. 

Bonn also hopes Mr Schro- 
der's visit will mark the first 
step towards the formulation 
of a common policy towards 
Russia by the member states 
of the European Union and 
the Group of Seven leading 
industrialised countries. 

Germany plans to make 
relations with Russia a 
theme or its presidency of 
the EU in the first half or 
1999, and also hopes the G7 
will adopt a common strat- 
egy towards Russia at a sum- 
mit in Cologne next spring. 
In this context Mr Schrfider ' 
is not expected to place great 
emphasis on outstanding 
interest payments on Ger- 
man loans to Russia, as 
Bonn hopes to reach an 
agreement on this issue as 
part of a wider EU and G7 
settlement Mr Schr&der is. 
however, expected to under- 
score the west's position that 
Russia will not get further 
financial assistance until it 
has developed a plausible 
economic policy. 

There is “little point in 
throwing money into a vac- 
uum". said a government 
source in Bonn, who added 
the burden was on Russia to 
make substantial changes to 


Kuriles accord 
unlikely by 2000 

Agreement between Russia 
and Japan over their 
territorial dispute may not be 
reached in time for the 
deadline of 2000 offered 
when Boris Yeltsin, Russian 
president, met Keizo Obuchi, 
Japanese prime minister, 
last week, reports Andrew 
Jack from Moscow. 

Russia submitted secret 
proposals for resolving 
tension over the islands, 
which it calls the Southern 
Kuriles, when officials from 
the two countries met in 
Moscow on Thursday and 
Friday. 

Russia's occupation of the 
islands since the final phase 
of die second world war has 
prevented a peace treaty 
from formally being signed, 
and has limited diplomatic 
and economic relations. The 
two leaders had expressed 
their belief that a treaty 
could be signed by 2000. 

But Mr Yeltsin's 
spokesman hinted at die 
weekend that negotiations 
over the disputed border 
might extend beyond the 
signature of a peace treaty. 


its political and economic 
institutions. While calling 
for an end to the "cheque- 
book diplomacy” of the past 
when Germany was the big- 
gest western lender to 
Moscow, the source said 
Bonn was prepared to offer 
assistance on a consultative 
level. Mr Schr&der's empha- 
sis would be "on the quality, 
not quantity, of advice". 

As well as meetings with 
Mr Yeltsin and Yevgeny Pri- 
makov. prime minister, Mr 
Schroder will also meet 
Alexander Lebed, the popu- 
list ex-general and possible 
presidential candidate, Gen- 
nady Zyuganov, leader of the 
Communist party, and Grig- 
ory Yavlinsky, a prominent 
reformer. 
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Anti-smoking groups call for 
slower look at proposed deal 


By Richard Tomkins 
in New York 


US anti-smoking groups 
were yesterday preparing to 
unleash a campaign to halt a 
proposed S206 bn settlement 
struck by tobacco compa- 
nies, accusing its architects 
of trying to rush it through 
without public scrutiny. 

The American Heart Asso- 
ciation called on the negotia- 
tors to disclose hill details of 
the deal - which would end 
the worst of the litigation 
they face - and to allow "a 
reasonable time frame for 
public review of this impor- 
tant document”. 

Action on Smoking and 
Health, a not-for-profit anti- 
smoking group, said it had 
already started writing to 
judges in the most populous 
states urging them to delay 
approval of the deal pending 
a public review. 

"If tbe offer is really so 
good, why does it have to be 
decided in four days? Why 
not have 30 days in which to 
study it?” asked John Ban- 
zhaf. tbe organisation's exec- 
utive director. 

At the end of last week, 
the tobacco industry agreed 
to pay out S206bn over the 
next 25 years to compensate 
states for the cost of treating 


sick smokers under the Med- 
icaid public health scheme. 
It is the biggest civil liability 
settlement ever. 

The pay-out is in addition 
to $40bn that the industry 
bas previously agreed to pay 
to four states in out-of-court 
settlements, making a total 
of nearly S250bn. 

The states were repre- 
sented in the negotiations by 
the attorneys-generai or 
eight states. Tbe remainder 
are being given until Friday 
to decide whether to sign up. 

Most states are tbought 
likely to agree because they 
stand to gain more from the 
settlement than they would 
in the courts, even suppos- 
ing they won. 

Tbe eight attorneys-gen- 
eral are today expected to 
announce that a deal has 
been reached, but they are 
not proposing to publish the 
text of tbe document until 
the other states have signed 
up. 

Mr Banzhaf accused the 
negotiators of selectively 
leaking details such as the 
proposed restrictions on out- 
door advertising, while keep- 
ing quiet about less attrac- 
tive elements of the deal 
that could provoke hostility. 

For example. Mr Banzhaf 
said, "reliable sources” had 



Part of a Marlboro bfltboard being moved In West Virginia. The 
tobacco industry has agreed to pay out $206bn AP 


told him the deal applied 
only to tbe US tobacco sub- 
sidiaries of the companies 
signing up to it. giving the 
parent corporations immu- 
nity from liability. 

That would enable the par- 
ent companies to siphon off 
assets from the subsidiaries, 
then declare them bankrupt 
at a later date, so terminat- 
ing their financial obliga- 
tions. 

The settlement could also 


provoke a bitter row over 
fees between tbe states and 
the trial lawyers who bad 
advised them. 

The laywers had been 
working on a contingency 
fee basis, expecting to pick 
up 30-50 per cent of any win- 
nings. But the settlement 
proposes capping total pay- 
ments to outside counsel at 
a maximum of $500m a year. 
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UN CLIMATE CONFERENCE DETAILS OF MECHANISMS FOR EMISSION CUTS BY LATE 2000 

Greenhouse gas deadline pact 


By Vanessa Moulder 
In Buenos Aries 


A final burst of round- 
the-clock negotiations at the 
United Nations climate 
change conference in Buenos 
Aires has secured a deadline 
of late 2000 for detailing 
mechanisms for cutting 
greenhouse gas emissions. 

Tbe agreement aims to 
ensure that reductions set at 
the 1997 conference in Kyoto, 
Japan, are met 

In recognition of the 
urgency of the climate 
change problem, the 170 gov- 
ernments represented in 
Buenos Aires also resolved 
to meet more frequently in 
an effort to achieve faster 
progress. 


After narrowly averting 
breakdown of tbe talks in its 
last few hours, relieved poli- 
ticians hailed the Buenos 
Aires conference summit as 
a step forward in the inter- 
national effort to slow down 
global warming. 

“After hard negotiation, 
we have achieved a signifi- 
cant success,” said Maria 
Julia Alsogaray. Argentina's 
minister of natural resources 
and sustainable develop- 
ment. who presided over the 
conference. 

She said the agreement 
would enable early imple- 
mentation of tbe Kyoto pro- 
tocol which requires indus- 
trialised countries to cut 
emissions of gases believed 
to contribute to global 
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warming by 5.2 per cent of 
1990 levels by 2008-2012. 

Priority will be given to 
sorting out the details of the 
Clean Development Mecha- 
nism, which will give an 
Incentive for industrialised 
countries to finance clean 
technology projects in devel- 
oping countries. 

Other mechanisms include 
tbe joint implementation of 
emissions reduction projects 
and emissions trading, by 
which countries that exceed 
their targets for reducing 
emissions can sell credits to 
other countries. 

The conference made con- 
crete progress on a few other 
issues, such as support for 
vulnerable countries to 
adapt to climate change and 
technology transfer. 

In addition, there will be 
more frequent international 
meetings at a political level 
to give guidance to civil ser- 
vants grappling with the 
large number or contentious 
issues still to be decided. 

The decision to inject 
more political involvement 
into the negotiations over 
the next two years reflects a 
recognition that the civil ser- 
vants negotiating at Buenos 
Aires achieved little until 
tbe arrival of ministers in 
the last few days. 

John Prescott. UK environ- 
ment minister, described the 
existing way of conducting 
the negotiations, which left 


little time for real decision- 
making, as “nonsense". 

failure of the talks wa? 
narrowly averted during the 
last few hoars. 

Negotiations broke down 
at Sam on Saturday when 
representatives from India, 
China. Saudi Arabia, Vene- 
zuela. Tanzania and the Phi- 
lippines walked out over the 
funding of monitoring proce- 
dures in developing coun- 
tries. 

“It was quite a serious sit- 
uation, ” said Mr Prescott He 
was appalled that the talks 
had risked failure over pro- 
jects he said were worth 
£15m f$25m) a year. 

Eventually, agreement 
was reached when the devel- 
oping countries were pres- 
ented with a “take it or leave 
it” package that included the 
extra finance they required. 

The outcome of the talks 
met with disappointment 
from environmental groups. 
"This is turning into a trade 
and economic negotiation - 
climate is getting pushed 
further and further down the 
agenda.” said Greenpeace. 
Friends of the Barth said: 
“The urgency of averting 
dangerous climate change 
has been lost in the Buenos 
Aires inaction plan." World 
Wide Fund for Nature wel- 
comed the “slight progress” 
but described the talks as 
"trench warfare among 
bureaucrats”. 


news digest 

KOSOVO FIGHTING 
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Serbia offers direct talks 
with ethnic Albanians 

Serbia threw down the gauntlet over its 
province yesterday with an offer to host direct, nternation- 
Symonttored negotiations with the ethnic Albanian major- 

^The proposal by Serbian President Milan Milutinovic did 
not appearto^ve been co-ordinated with other leaders 
of the ethnic Albanians who make up 90 per cent of Kco- 
ova's population or the western mediators trying to broker 

a lasting settlement. _ 

A statement from Mr Milutinovic’s office, carried by Tan- 
jug news agency, said Belgrade would invite ambassador 
Christopher Hill, the special 

slain a, the ambassadors of the Russian Federation and of 
dwia, and the ambassador of Austria, holder of the Euro- 
pean Union presidency. . . 

Serbia has previously offered talks on Kosovo, but eth- 
nic Albanian leaders have refused, saying Belgrade must 
first withdraw Its forces, whose cwnpargn 
guerrfflas drove more than 250,000 people from their 
homes. Reuters, Belgrade 

KURDISH LEADER IN ITALY 


Ankara seeks Ocalan back 

Turkey yesterday pressed Italy for the extradition of Abdul- 
lah Ocalan, the Kurdish rebel leader, saying that granting ^ 
him asylum would amount to “opening doors to terror-tern . 

Kurds in Italy, Germany, Austria and Romania launched 
protests and hunger strikes In fervent shows of solidarity 
with the rebel leader. Kurds came to Rome by bus and car 
from across western Europe for a 1,500-strong protest 
outside the military hospital where Mr Ocalan is beUeved 
held under tight security. 

Mr Ocalan was arrested on Thursday at Rome airport as 
soon as he stepped off a flight from Moscow, where he 
had sought asylum after fleeing his hideout In Syria. 

He leads the outlawed Kurdistan Workers party, which 
has been fighting for Kurdish autonomy in south-east Tur- 
key since 1984. The conflict has killed nearly 37,000 
people. AP, Ankara 




PAULA JONES SETTLEMENT 

Outlook improves for Clinton 

President Bill Clinton’s senior legal and political advisers 
are hoping last week's agreement to settle the Paula 
Jones sexual harassment case will take yet more steam 
out of impeachment proceedings against Mr Clinton, 
scheduled to begin in earnest this week. 

On Friday, the president agreed to pay Ms Jones 
$850,000 to drop her case, which led indirectly to the 
Monica Lewinsky impeachment investigation. The agree- 
ment did not indude any admission of wrongdoing or 
apology from the president, but was, his lawyers said, 
bom of a desire to bring to an end the four-year lawsuit 
Ms Jones made it dear, in settling her case with the presi- 
dent, that she was rejecting an additional $1m offered her 
by a New York property developer. 

The House of Representatives judiciary committee will 
hear testimony on Thursday and Friday from Kenneth 
Star, the independent prosecutor. A growing number of * 
Republicans are anxious to find ways of abandoning the V* 
case. Gerard Baker, Washington 


BURMESE JUNTA 


Foreign minister replaced 

Burma's military government replaced its foreign minister 
at the weekend, ending the tenure of Ohn Ghaw, long the 
international face of the country's junta. Win Aung, a mifi- 
tary officer who has been in the foreign service for a 
decade and is currently Burma’s ambassador in London, 
was named to replace Mr Ohn Ghaw. 

Mr Win Aung is expected to bring new vigour to the for- 
eign minister's post, which has the task of rejecting 
charges of human rights abuses and lack of democracy in 
the country at such forums as the UN and the Association 
of South East Asian Nations. In past years, Mr Ohn Ghaw 
appeared to grow tired of defending a military junta that as 
a civilian he was not a part of and had no influence over. 

Mr Win Aung is said to be close to General Khin Nyunt, 
military intelligence chief and architect of Burma's recent 
opening to the outside world. Ted Bardacke, Bangkok 


TECHNOLOGY EXPORTS 


India angry at US blacklist 

India has said it will protest to the World Trade Organisa- 
tion against the US decision to bar sensitive technology 
exports to 40 government agencies and 200 related sub- 
sidiary companies, a component of US sanctions against 
India for conducting nuclear tests. 

Ramakakrishna Hegde, commerce minister, said on Sat- 
urday that by issuing the blacklist last Friday, including 
altogether 300 Indian and Pakistani government “entities”, 
the US had violated “WTO philosophy and rules”. 

The US list formed part of a series of sanctions, some 
sine* lifted, imposed after India's nuclear tests in May and 
Pakistan's matching explosions. Mark Nicholson, Delhi 
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TENDER NO: 7701113/4718 


R6P 

Mobarakeh Steel Company intends to purchase 6000 M/TON HIGH CARBON 

ITCDDn AX A Mf 1 A MFOI? . 'J. r.n - . ■ . . _ 
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SIZE : 10 - 50MM 

Interested bidders may obtain a set of bidding document by the submission of a written 
application and payment of nonrefundable fee of USD 1000 in favour of Mobarakeh 
Steel Company, through Bank Markazi Iran account no: 138. 
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Jakarta detains political activists 


By Sander Tftoenes In Jakarta 
Indonesia's government 

began detaining political 
activists over the weekend 
. .. in response to renewed riot 
_ > tng and bloody clashes 
between protesters and 
police. But students .vowed 
to rally again and demanded 
the sacking of the mili tary's 
chief co mmand er. 

Yunus Yosfia, minister of 
information, said police were 
searching for the signatories 
to an appeal for the resigna- 
tion of the government of 
President B.J. Habibie. An 


outspoken retired army gen- 
eral was reported to have 
been taken from his fa#™* 
for questioning yesterday. Lt 
Gen Kama) Idris is head of 
the National Front, a group 
of intellectuals and former 
-military officers, which has 
campaigned to replace Mr 
H abi b ie with a tr an sitio na l 
government led by commu- 
nity leaders. 

A former political prisoner 
and two other men had 
already been detained. A 
popular actress who had 
supported student protesters 
but did not sign the appeal 


went into hiding following 
rumours that she too was 
wanted. 

President Habibie ordered 
Gen Wiranto, the military’s 
chief commander, to crack 
down on what he called 
“subversive movements”. 
Bloody clashes between pro- 
testers and police on Friday 
had sparked a rally of more 
than 40,000 students and! city 
residents on Saturday fol- 
lowed by sporadic looting. 

Gangs plundered, stoned 
and torched dozens of build- 
ings in northern Jakarta, 
home to many ethnic Chi- 


nese, a minority resented for 
their relative prosperity. 
Gangs took over parts of the 
main ton road and robbed 
passers-by. 

While marines managed to 
calm some of the crowds, 
much of the military stood 
by or stayed away, forcing 
shop owners to form militias 
to protect their property. 
The looting on Saturday 
appeared much less wide- 
spread and violent than in 
May and some supermarkets 
bad re-opened yesterday. 

Hospitals in Jakarta listed 
five people dead. At least 11 


died in clashes between pro- 
testers and soldiers on 
Thursday and Friday, the 
most violent street battles in 
two years. 

Three student groups 
called a three-day national 
strike to protest against 
police brutality. They urged 
opposition groups to form a 
“transitional authority”, 
encompassing both a new 
parliament and a new gov- 
ernment. But most students 
were mare adamant about 
the sacking of Mr Wiranto 
than about Mr Habibie's res- 
ignation. 


CORRUPTION Hfilfr NEW LAWS PLANNED JO OVERSEE PURCHASES 

Beijing to regulate 
public procurement 


Indonesian rioters 
jPut military chief 
in the firing line 

Weekend clashes raise spectre of events 
which brought down Suharto, but this time 
there is a difference, says Sander Thoenes 
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R iots and clashes 
between students and 
police at the weekend 
offered an eerie parallel to 
the May events which 
brought down former Presi- 
dent Suharto, but this time 
the loser appears to be the 
military, rather than Presi- 
dent B J. Habibie. 

Students, opposition 
groups and prominent Indo- 
nesians called for the resig- 
nation of General Wiranto, 
-chief commander of the 
armed forces, following the 
deaths of at least seven stu- 
dents shot or beaten to death 
by police and army officers 
on Friday. 

Long considered a moder- 
ate and potential contender 
for the presidency. Gen Wir- 
anto had disappointed many 
in the past few months by 
dragging his heels on politi- 
cal reforms and ignoring an 
investigation which found 
that soldiers had provoked 
the May riots. 

“He is much weaker, more 
confused and conservative 
than people think.” one dip- 
lomat said. u He is just react- 
ing, improvising.” 

Geo Wiranto riled many 
more last week when he 
-‘ l jfentied the use of armed 
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civilians to maintain law 
and order in the city, even 
though these Bangs only 
provoked clashes with stu- 
dents and shun dwellers. 

The military were already 
faring student rinmanite for 
their removal from politics 
and from the parliament, 
where they now hold 75 
seats. The People's Consulta- 
tive Assembly, the highest 
legislature, last week disap- 
pointed protesters by merely 
reducing the presence of the 
military rather thaw elimi- 
nating it 

Some 40,000 students and 
other protesters peacefully 
reiterated these demands in 
front of parliament on Satur- 
day. They also demanded a 
trial of Mr Suharto, and 
some called for Mr Habibie's 
resignation. But many stu- 
dents said they did not leel 
adamant about Mr Habibie, 
for lack of an alternative. 

Mr Habibie is widely dis- 
missed as a stooge of Mr 
Suharto, but has gained 
some tolerance for Initiating 
limited political reforms. He 
has also taken credit for a 
rebound of the rupiah, a 
drop in Inflation and an 
influx of foreign aid. 

His government yesterday 





By James Harding * Shanghai 

China is drawing up its first 
law to regulate government 
procurement, a measure to 
fight corruption and waste 
that costs the government 
billions of dollars each year. 

Kickbacks and corruption 
last year amounted to more 
than S5bn - or roughly 5 per 
cent of the RMB923bn 
(Slllbn) China spent on gov- 
ernment purchases - accord- 
ing to a report yesterday. 

Zhu Shaoping, a legislative 
expert, was quoted by the 
official China Daily yester- 
day saying: “A law is 
urgently needed. ..to estab- 
lish a new pattern of govern- 
ment purchasing to replace 
the problematic conven- 
tional practices.” 

As well as the billions of 
dollars lost through corrup- 
tion, the unregulated and 
unsupervised system of state 
buying by “makeshift bodies 


feom different parts of the 
government” has fostered 
monumental overspending 
and waste, the report said. 

in trial areas where the 
government has already 
introduced a special author- 
ity to oversee spending and 
started public bidding for 
large purchases, costs hare 
tended to be cut by 10-15 per 
cent. In some cases, the gov- 
ernment has saved 30-50 per 
cent. 

The proposed legislation is 
also being billed as China's 
effort to reform the system 
of government purchasing to 
converge with international 
practice, part of Beijing's 
application to join the World 
Trade Organisation. 

The plans for a govern- 
ment purchasing law, which 
the report says is not likely 
to be enacted before 2003, 
come as Beijing has sought 
to clamp down on the wide- 
spread corruption, which 


represents a serious strain 
on China's already over- 
stretched budgetary 
resources. 

Separately, China is expec- 
ted to approve investment 
funds and credit guarantee 
funds to encourage the 
development of high-technol- 
ogy companies, lt was 
reported yesterday. 

Zhang Jingan. director of 
the high-tech industry devel- 
opment centre of the Minis- 
try of Science and Technol- 
ogy. was quoted by the 
China Daily as saying that 
the venture capital funds 
would be used to channel 
more money into small and 
medium-sized firms. 

Guarantee funds are 
expected to help small and 
medium-sized companies 
obtain loans from the big 
state banks, which have 
tended to extend credit pre- 
dominantly to large state- 
owned enterprises. 



Economic woes sway 
voters in Okinawa 
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By Mfcbiyo Nakamoto In Tokyo 


Jakarta dot poBce retax yesterday: observers have expres s ed surprise at their poor dtsdpiine A P 


published an updated agree- 
ment with the International 
Monetary Fund, signed last 
week, which said, “Output 
could finally stabilise during 
the next one to two quarters 
and modest growth could 
resume in tnid-1999." That 
stabilisation hinges on the 
rupiah, however, which may 
well take a beating from this 
weekend's violence. 

Rathe r than sacrifice Gen 
Wiranto, Mr Habibie ordered 
him to crack down on what 
he called “subversive move- 
ments”, presumably refer- 
ring to a group of activists 
and retired generals which 
had called for his resigna- 
tion. 

Mr Habibie accused the 


“subversives” of donning 
student jackets and abusing 
the student movement 

Diplomats suggested Mr 
Habibie was merely looking 
for a way to discredit the 
protests without angering 
the students, who enjoy 
widespread support in soci- 
ety. 

Some speculated the mili- 
tary had split and the 
Marine Corps had joined the 
students. Marines marched 
with protesters on Saturday 
but appeared more intent on 
pacifying the crowd, and 
were guarding the parlia- 
ment compoimd rather than 
rousing protest against the 
government. Diplomats 
suggested they might have 


ignored orders to shoot, but 
were not about to rebel. 

“You don't see any fac- 
tions in the military,” Umar 
Juoro. an economist, said. 
“But Wiranto himself does 
not seem to have strong con- 
trol over the local command- 
ers.” 

Foreign military attach 6s 
on site had expressed sur- 
prise at the poor discipline 
and strategy of the riot 
police and soldiers on Fri- 
day. 

Mr Habibie appears loath 
to sacrifice Mr Wiranto, how- 
ever. “Wiranto protects the 
Habibie government,” Mr 
Juoro said. “If one of them 
hits the other too hard they 
will get hurt too.” 


Economic anxieties overrode 
opposition to US military 
bases in elections for the 
Japanese governorship of 
Okinawa yesterday, which 
resulted in victory for Kei- 
ichi Inamine, a local busi- 
ness leader. 

The election of Mr Ina- 
mine highlights growing 
concern in Okinawa, one of 
Japan's most economically 
depressed prefectures, that 
strong resistance to the US 
military presence was hurt- 
ing the local economy. His 
mam campaign pledge had 
been to focus on reviving the 
economy. 

Mr Inamine's victory over 
Masahide Ota, the incum- 
bent, who had called for the 
removal of all US bases from 
the prefecture, raised the 
prospect of a breakthrough 
over Okinawa. Mr Inamine 
won approximately 370,000 


votes compared with Mr 
Ota's 330.000, according to 
preliminary results. 

The vote will also have 
been a relief to the ruling 
Liberal Democratic party 
ahead of an official visit by 
Bill Clinton. US president, 
this week. 

The Japanese government 
has been in a bind over 
Okinawa, where strong local 
resentment towards the 
large number of US military 
bases had frozen an agree- 
ment with the US to transfer 
the Futemma air base to an 
offshore heliport. 

As governor, Mr Ota had 
called for Futemma to be 
moved out of Okinawa. His 
opposition to its transfer 
within the prefecture, com- 
bined with local protests 
over the offshore heliport 
plan, had embarrassed the 
central government, which 
was prevented from fulfilling 
its agreement with the US. 


Mr Inamine, on the other 
hand, has been calling for a 
more co-operative approach 
on US bases to win central 
government support for 
revitalising the Okinawa 
economy. The prefecture, 
located close to Taiwan, had 
an unemployment rate of 8.7 
per cent in September, or 
more than twice the national 
average. Average income, at 
70 per cent of the national 
average, was the lowest 
among Japan's 47 prefec- 
tures. 

Yesterday’s election result 
increases the likelihood that 
talks between Okinawa and 
the central government over 
Futemma and plans to sup- 
port development of the 
local economy can resume. 
These talks bad been stalled 
since early this year, due to 
Mr Ota's opposition to the 
heliport plan. 

Economic databook, Page 18 
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Busy, busy, busy. Places to go, people to see. Doing business is oil about 
communication; you tal ft to people and they talk to you. It's how deals get 
done and projects move forward- 

At yttur desk it's easy, but it the places you go are even a little way off the 
beaten track communication can seem rather more difficult. 

Which strikes US OS odd, because at Station 12 we've been providing global 
satellite communication services for many years. 

Reliable voice, fan and data connections available everywhere it’s possible 
to go- from oceans to mountains, deserts to jungles and from pole to pole. 

Station 12 services cover every kind of application, fixed or mobile. 


From high-speed network connections and videoconferencing tor remote 
offices to the smallest portable satellite phone-, yet rl ev eloped . Not to mention 
low-cost data messaging and remote e-mail. 

And' the best part is, it's all available now. 

So, in Just a few seconds you can be in touch. From anywhere to anywhere. 
For any reason. 

Now there's a suggestion to put on the agenda for your next meeting 
feven if it's hard to arrange, it'll be the last time you need everyone together 
in the same place). 

Station 12. If you can get there, you can call from there. 
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EUROPMN UNION FINANCE MINISTERS IN EFFORT TO INCREASE^ OPENNESS 0F_ EUROPEAN CENTRAL BANK 

Chancellor joins push on job creation 


NEWS DIGEST 


By George Parker in London 
and Robert Graham in Paris 

Gordon Brown, chancellor, is 
joining forces with other left- 
of-centre European Union 
finance ministers in an 
attempt to increase the open- 
ness of the new European 
Central Bank. 

Mr Brown hopes the 11 
ministers con use their influ- 
ence to ensure that the inde- 
pendent ECB. which will 
have control of monetary 
policy in the euro-zone, puts 


an emphasis on employment 
as well as price stability. 

He will meet Oskar Lafon- 
taine, Germany's finance 
minis ter, this week ahead of 
the weekend's meeting of the 
EU finance ministers (Eco- 
fifi). and will discuss a draft 
document to be produced by 
the 11. 

Meanwhile Mr Lafontaine 
and Dominique Strauss- 
Kahn, his French counter- 
part, are due to meet today 
in Bonn to agree a platform 
of macro-economic proposals 


$130m aid for 
farming crisis 


By George Parker, 

Political Correspondent 

Nick Brown, agriculture 
minister, is expected this 
week to announce an aid 
package to farmers or £ 80 ro- 
Esnm (Si 32m -Si 50m) to allevi- 
ate the worst crisis in UK 
agriculture since the 1930s. 

He has persuaded the 
Treasury that new subsidies 
are vital to help save thou- 
sands of farmers from bank- 
ruptcy over the next few 
mouths. The aid will he tar- 
geted primarily at beef and 
sheep farmers in upland 
areas, who have been worst 
hit by the agricultural 
recession. 

Their incomes have fallen 
dramatically over the past 
year, largely as a result of 
Lhe collapse in export mar- 
kets because of the strong 
pound and the economic col- 
lapse in eastern Europe. 

The problem has come on 


top of the long-standing diffi- 
culties caused by the BSE, or 
“mad cow" issue, and the 
European Union ban on Brit- 
ish beef exports. Mr Brown 
was boping to make the 
long-awaited statement on 
farm aid today, although 
pressure on House of Com- 
mons time could delay the 
announcement until tomor- 
row. 

The package will Include 
just under £50m for beef 
farmers from the EU's “agri- 
money’’ fund, which com- 
pensates farmers for fluctua- 
tions in national currencies. 

Mr Brown will also reverse 
planned cuts by the former 
Conservative government in 
hill farm subsidies, known 
as hill livestock compensa- 
tory allowances, which help I 
sheep and beef fanners. 

The future for hill farmers 
is bound up in the EU’s pro- 
posals for reform of the Com- 
mon Agricultural Policy. - 


to promote growth and 
employment in the single 
currency euro-zone. 

The UK is not one of the 
founder members of the 
euro, but Mr Brown hopes 
he can still exert some influ- 
ence over its development by 
clubbing together with a 
powerful left-wing bloc of 
finance ministers. He is 
working with them on a 
statement setting out their 
principles on the workings 
of the central bank. 

The chancellor's spokes- 


man said it would call for 
the greater use of counter- 
cyclical public spending to 
prevent recessions and cre- 
ate high employment 

There was also a desire to 
ensure the ECB gave clBar 
explanations of its decisions 
on interest rates, including 
the publication of minutes of 
meetings, he said. 

The draft statement The 
New European Way - Eco- 
nomic Reform and the 
Framework for Economic 
and Monetary Union", also 


calls for pan-EU cooperation 
to ensure job creation. 

The UK Treasury appears 
to attach greater importance 
to the document than some 
of its EU counterparts. 

Mr Brown Is seen in Paris 
as keen to use the Socialist- 
Social Democrat platform as 
a means of getting round 
Britain's exclusion from the 


Today’s meeting between 
Mr Strauss- Kahn and Mr 
Lafontaine is part of a regu- 
lar consultation process but 
is the first such session with 
the new Schroder adminis- 
tration in Germany and 
comes a gains t the back* 
ground of fast-changing eco- 
nomic opinion with left wing 
government now controlling 


Euro-ll council - the infor- all but four of the 15 EU 


mal body that meets before 
each Ecofin session to dis- 
cuss policy relating to the 
single currency. 



Lord Levana of Portsoken, chairman of Bankers Trust, became the 671st lord mayor of London at the 
weekend. He wfli be the last of Ms ancient fine to serve a full term before a mayor is separately 
elected for the whole of the capital The lord mayor presides over the City area of the capital PA 


"Nasdaq operates the largest electronic stock market in the world with the capacity to 
trade one billion shares a day. Share volume and the number of market participants are 
growing exponentially. That's why we selected TIBCO's Enterprise Application Integration 
(EAI) software to help build a next-generation information system that can support 8 billion 
shares a day. Now, we're way ahead of the curve." Gregor Badar, EVP and CIO, Nasdaq^ 

Nasdaq uses the most advanced technology available to 
manage a growing portfolio of high growth companies. 


member countries. The two 
men will present a common 
position to EU finance minis- 
ters next Monday. 

UK leads 
in returns 
on groups’ 
assets 
overseas 

By Guy de JonquKres 

The overseas operations of , 
the UK’s largest multina- 
tional companies are more | 
profitable than those of lead- 
ing international competi- 
tors, according to research 
from Oxford University. 

The study, based on analy- 
sis of more than 200 of the 
biggest companies from 12 
countries, says UK compa- 
nies’ return on foreign assets 
averaged 7.8 per cent in 
1996-97. The average for all 
companies was 4.8 per cent 

A Department of Trade 
and Industry report last 
week said UK companies 
invested about a third less, 
and bad lower gross fixed 
tangible assets per 
employee, than businesses in 
mainland Europe, North 
America and Japan. 

The study also finds that 
the profitability of overseas 
o perations has ratio n sharply 
since 1996, when they 
slipped below those from 
domestic assets. 

It warns that comparing 
performances is complicated 
by differing national report- 
ing and accounting require- 
ments and exchange rates. 

UK companies' return on 
overseas assets was more 
than 1.5 percentage points 

higher than US companies, 

and more than double that 
of Canadian companies — the 
third-most profitable group. 
British companies’ perfor- 
mance reflected their strong 
showing in pharmaceuticals, 
electronics and services, 
where returns were gener- 
ally higher than in heavy 
manufacturing and 
resources. 

Kingfisher, the UK 
retailer, achieved the highest 
return on overseas assets of 
all surveyed, followed by 
Glaxo Wellcome, the UK 
pharmaceuticals group, and. . 
Coca-Cola, Intel and Micro- 
soft of the US. 

The worst performers 
overall were Japanese and 
Australian companies, with 
average returns of 1.3 per 
cent and 02 per respectively. 

The study says smaller 
companies had more profit- 
able overseas operations 
than big ones, and that there 
was no dear link between 
returns on overseas assets 
and their importance in a 
company's total business. 


LLOYDjS - ' 

Policy set to protect rights 
in intellectual property * 

Underwriters at Lloyd's 

an Innovative way for companies to jKMAVmrmK- 
tuaf property rights, an increasingly significant part at busi- 

a managing agent at Lloyd's, 

& Young, the consultancy, and Hammond Suddards, the 
law firm, on suitable methods for companies to value and 
Identify risks to the*- intellectual property rights. 

A recent survey by the Association of Insurance Risk- 
Managers found the main concern among their membere 
was intellectual property and brand reputation - even 
ahead of the millennium bomb software error threat to 
computers. 

Win said the significance of intellectual property could 
be seen in the shift from a production-based economy, 
founded on land, factory plants and labour, to a know- 
ledge-based economy where Ideas drove companies and 

Pf S^t^m£SIp 1 of the Fortune 500 list erf the largest . 
companies, Kiln said 60 per cent of the organisations on m 
the list in 1975 had disappeared from it by 1995. Even 
more strikingly, in 1975 more than half toe value of all the 
500 companies was attributable to tangible assets. By. 

1995 that figure had dropped to about 25 per cent Almost 
half of toe intangfole assets now In the majority were some 
form of intellectual property. Andrew Bofger, London 

LIBERAL DEMOCRAT PARTY 

Leader faces ‘betrayal’ claims 

Paddy Ashdown, leader of the apposition Liberal Democrat 
party, will today face tough questioning and accusations of 
‘betrayal" from some members of his party executive, over 
his move to strengthen relations with the Labour govern- 
ment 

Mr Ashdown Is expecting a rough ride from the 
30person executive, which includes grass-roots party 
activists, although he is unlikely to be defeated in any 
vote. There is particular anger that Mr Ashdown decided to 
broaden the remit of the cross-party “Lib-Lab" cabinet 
committee in secret talks with Tony Blair, the prime minis- ^ 
ter, and with little consultation. Donnachadh McCarthy, a 
member of the executive, said: “It is a betrayal of every- 
thing Paddy Ashdown ever said he stood for." 

However, Mr Ashdown was yesterday unrepentant, and 
said he was determined his party should play a pivotal role 
in reshaping centre-left politics. George Parker, London 

UNFAIR DISMISSAL PROPOSALS 

Fears over ( fat cats charter’ 

Employers are increasingly concerned that government 
proposals to lift the compensation cap for unfair dismissal 
could become a “fat cats charter", according to research 
by a City of London law firm. 

A survey of companies by lawyers Fox Williams found 
they fear abolishing the £12,000 ($19,920) compensation 
ceiling could expose them to unfair dismissal claims by 
sacked executives for unlimited compensation. 

Even if the government retains a cap and raises it to 
£50,000, as hinted at the annual Trades Union Confarenrfcgr 
meeting in September, employers fear an Increase in 
potential liability as awards for unfair dismissal are - in 
princple - in addition to. compensation for breach of an 
employment contract. Robert Ftice, London 


DRUGS I^WORKPLA^ 

Number of abusers ‘on rise’ 

Companies are reporting an increase in the numbers of 
staff who abuse alcohol and take illegal drugs, and are 
more likely to sack employees who use drugs than those 
who have a drink problem. A survey of 1,800 personnel 
staff by the Institute of Personnel and Development found 
that 48 per cent had received reports of alcohol misuse by 
staff in the past 12 months, compared to 35 per cent in 
1996. 

Eighteen per cent of companies have received reports of 
illegal drug taking by employees - up from 8 per cent in 
1996. It is estimated that the economy loses £3bn ($5bn) 
every year to drink and drug-related fflness. 

Nine out of 10 companies encouraged staff with an alco- 
hol problem to seek help and counselling and half allowed 
time off for rehabilitation. 

However, almost twice as many companies always dis- 
missed employees found to have used illegal dregs (31 per 
cent) as sack those who abused alcohol (18 per cent), 
regardless of the job they did. Eight in 10 encouraged help 
and counselling with drug abuse but only 38 per cent 
allowed time off for rehabilitation. 

Oonagh Ryden, toe institute's adviser, said the differ- 
ence reflected legal and social attitudes to dregs and • 
alcohol. Simon Buckby, London 
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World Class. 

Nasdaq's new information 
system— the model for financial 
institutions worldwide. 

HTIBCO 

www.tibco.com 

NEW YORK ATUWR CHICAGO BOSTON HOUSTON ANLOAUO TORONTO WASHINGTON DC LONDON BUBS AMSTERDAM COPENHAGEN 
STOCKHOLM FRANKFURT LUXEMBOURG VIENNA ZURICH MELBOURNE SYDNEY HONGKONG SINGAPORE WEI TOKYO 0 19WTIBOO. ALL BGHIS RESERVED. 


CONTRACTS & TENDERS 


•••• •• 


The World Intellectual Property organization (WIPO) is one of the Specialized 
Agencies of the United Nations System of Organizations. WIPO is responsible 
for the promotion of the protection of inteDectual property throughout the world. 

WIPO is preparing to issue a Request for Proposal (RFP) to solicit bids for a 
Global Information Network for intellectual property offices (known as 
WIPOnetj, that is, international high speed Internet connectivity for the use of 
more than 300 intellectual property offices worldwide. 

More infor mation about this global project is made available on WIPO's Web 

Site fhttn^/wvrwjwinn int/annfmmamlh^u f m • . 


? ** f< f hc P min 8 ***** Proposal and to receive a copy of 

lhe RFP Package when it is released in December, please complete andrctum 
*** No ~ PCS/98/046 Package Request Form (available at 
1^/ww.wi^ 

MR aT S 3CMrcSS S' or<Mnail > Inferably before November 
23. 1998. All requests will be treated with strict commercial confidentiality. 

Attn: Mr. Wiliam Reymond (williamjeymond@wipojnt} 

Head, Procurement aid Contracts Services (fax: 441 22 338 81 10) 

World Intellectual Property Organization (WIPO) 

34, chemin des Colombettes 
1211 Geneva 20 
Switzerland 
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Being known is one thing, being understood is another! 
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Strategy developed by the group to commercialise a 
full range of insurance products for its customers via its 
network of 950 independent agencies in Belgium. 


Ratio measuring the profitability 
of equity capital. Dexia posted 
an ROE of 14.2% on 30 June 1998. 






The four member committee responsible for the 
day-to-day management and strategy in Dexia. 
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Bonds issued by American municipalities to 
fund their infrastructure expenditure and guaranteed by 
banks. New York Agency works mostly In this area. 
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Strang growth area including the administration, 
custody and register activities of the investment funds 
held by Dexia. Assets under management on 30 June 1998 
were BEF 1.389 billion/FRF 226 billion. 
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Dexia, the banking partner for local 
government in Europe, was created by the 
merger of Credit local de France and Credit 
Communal de Belgique. Already European 


leader in the financing of public service 
facilities and with shareholders’ equity of 
6.2 biffion euros, Dexia is currently expanding 
into bank insurance and asset management. 
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Ratio between expenses and net banking income. 
Dexia posted an operating ratio of 51% on 30 June 1998. 




... , i 

c i 


w 





Four Dexia units report to the consortium committee: 
planning and management control, risk management, 
human resources and communication. 


Fixed rate German bank bonds reserved to 
mortgage banks. Pfandbrtefe issues from 
Dexia Hypothekenbank Berlin AG are rated AAA. 


Internationally accepted indicator measuring the 
creditworthiness of major banks. Dexia is rated AA+/Aal 
by Standard & Poor’s and Moody's. 


High security online hanking service via 
the Internet for the Banque Internationale a 
Luxembourg customers. 








Dexia consists of four operating companies: 

Credit local de France. Credit Communal de Belgique 
and their subsidanes, Dexia Project & Public Finance 
International Bank and Banque Internationale a Luxembourg. 


Organises the syndication of operations and investment 
in capital markets. Credit Communal de Belgique and 
Banque Internationale d Luxembourg are lead managers 
for euro bonds issued by Credit local de France. 


He helps projects promoters 
(municipal or corporate projects) assess 
the feasability of a project and negociate with 
arranger banks. Dexia is currently acting as 
advisor for a group involved in the financing 
of motorways in Portugal. 


The outstanding total for savings deposits from 
Dexia retail banking customers stood at 
BEF 492 biflion/FRF 80 billion on 30 June 1998. 





Euro bonds issued as part of a pre-established 
programme. Credit local de France has issued 
FRF 29 billion in EMTN since 1st January 1998. 


Finalises legal and financial operations and organises Ihe 
implementation of the package. Dexia has acted as arranger for 
major projects in France (Strasbourg Tramway, Normandy Bridge) 
and bond issues for major towns (Lyon...). 


Credits to small and medium sized companies and the 
self-employed, consumer financing and mortgage loans. 
The outstanding amount on 30 June 1998 
was BEF 401 biWion/FRF 65 billion. 
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WEEK AHEAD 


DIVIDEND & INTEREST PAYMENTS 


■ TODAY 

Akzo Nobel F10.65 

Aon Corpn S0J38 

Beazer Croup 5p 

BES Overseas Srs A FRN Prf 

$0.48 

Bristol & West Non- 
Cum Prf 4.0625p 
Burndene Invs 15% Ln 2007 
£7.50 

Chester Asset Rees No 3 

FRN 2003 £1973.70 

City Mortgage Rec 1 FRN 

Feb 2023 £36.63 

Do Rec 2 FRN Oct 2023 £-10.34 

Do Rec 3 FRN Oct 2023 £36.04 

Do Rec 3 B £76,57 

Do Rec 4 FRN Aur 2028 

£44.99 

Do Rec 4 B £76.57 

Do Rec 5 FRN Sep 2032 

£13.92 

Do Rec 5 B £87.52 

Do Rec 6 FRN Mar 2029 

£43.33 

Do Rec 6 B £76.57 
Coca-Cola 6% Nts 2000 $60 
Colgate-Palmolive $0,275 
Dagenham Motors 2_75p 
Estates & Agency 5p 
GESB 3.35% Bds 2015 £41.75 
Gloves 0.6p 
Hasbro S0.0S 
Iceland Group i.8p 
Nihon Doro Kodan 9’ =% Bds 
2000 S475 

NKK Corpn 6.1% Bds 1999 
Y610000 


Ocwen Mortgage Lns 1 FRN 
JUO 2029 £441.88 
Do A2 FRN Jun 2029 £683.24 
Do Ml FRN Jun 2029 £695.51 
Do M2 FRN Jun 2029 £73457 
DO B FRN Jun 2029 £S09.4S 
Pennant Inti up 
Regent Inns 2.4 p 
Ryan Hotels IRoAp 
Sanwa Finance Aruba FRN 
Nov 2004 $1543.67 
SONAR 1 FRN 2021 £133.75 
Do B FRN 2021 £221.89 
DO C FRN 2021 £343-08 
Tudor 1.5p 

Whittard of Chelsea lL55p 
YKK 35% Nts 1999 Y390000 


■ TOMORROW 

Aire Valley Finance A1 FRN 
2039 £1074.03 
Do A2 FRN 2039 £1988.71 
Do A3 FRN 2039 E2008.88 
Do A4 FRN 2039 £2041.64 
Do A5 FRN 2039 £2104.36 
British Land 6%% Cv Bds 
2007 £32JjO 
CGU 13.25p 

Electrici te de France 11 Vi 
Ln 2009/10/11/12 £293.75 
Hunting 3p 
Lendu 0.6p 

Nichirei 5% Bds 2000 
Y500000 

Sekisui House 5.95% Bds 
1999 Y595000 

SG Asia Credit Public 3%% 


Cv Bds 2003 $37.50 
SIGiSp 


■ WEDNESDAY 
NOVEMBER 18 

Abbey National Treas Servs 
FRN Nts 2002 £1991.23 
Aberdeen High Income 2p 
Aberdeen Prfd fncorae a625p 
Boot (H) & Sons 2^p 
Fairplace Consulting 0.069p 
GT Income Growth l.6p 
Merchants Trust 3.75p 
Nippon Telegraph & Tele- 
phone TV. Nts 1999 $77.50 
OriDame Inti Rg *L5p 
Do Br 4.5p 

Railtrack 7*»% Bds 2022 
£73.75 

Treasury 10% 2004 £5 


■ THURSDAY 
NOVEMBER 19 

British & American lov 
1.375p 

Chime Comms 0.7p 
Domestic & General 7.65p 
Euro-Vip VRN 2030 $35330.56 
Fisher (J) & Sons 1.4p 
Frogmore Estg 8% Nts 2007 
£800 

Hitachi Credit 6%% Nts 2001 
$66.25 

HSBC FRN 2008 S28.21 
Korea Exchange Bank Nts 


2006 $8085.14 

P & O 7V.% Cv Bds 2003 
£36.25 

Thistle Hotels l.5p 
Treasury 10*4% 1999 £5.25 


■ FRIDAY 
NOVEMBER 20 

Ardagb IR4.55P 

AVCO Trust FRN 2000 

£197.86 

Bank of Scotland Undated 
FRN $306.67 
Barlows OSp 

Barratt Developments 6.7p 
Blue Circle Inds -L85p 
British Fittings 1.65p 
Bryant 335p 
Cadbury Schweppes 5Bp 
Caradon B 251156p 
CMC 2p 
Delphi 2.65p 

Fennica 1 A FRN 2025 

$3072.42 

DO Q Nts 2025 $3235.57 

Do 2 Al Nts 2024 
FMk20466.90 

Do 6.23% A2 Nts 2024 
FMk3I600 

Do B Nts 2024 FMk21928J0 
Fintrust Deb 9X% 2023 
£4.625 

Hamleys 3.3p 
Harvey Nash 1.8p 
Inti Energy 1.76p 
INVESCO City & Commer- 
cial 1.3p 


Inv Tst of Guernsey Q.8p 
Irish Life 1H/L3p 
Kingfisher 3,75p 
Kyushu Electric Power Inc 
$65 

Lalng (J) 3.75p 

Do A 3.75p 

Lin cat 8.7p 

Marylebone Warwick 

Balfour 2.5p 

McBride 5p 

Norcor o.7p 

Ocean Wilsons lp 

Rugby 1.75p 

Seascope Shipping 5p 

Sun Life & Provincial 4Ap 

United Industries 0-94p 

Watts. Blake. Bearne 4.4p 

Wells Fargo SL30 

Yokohama 8% Bds 2001 $400. 


■ SATURDAY 
NOVEMBER 21 

Treasury 12'*% 2003/05 £635 
Wensum 2.65p 


■ SUNDAY 
NOVEMBER 22 

Brooks Service l.6p 
Conv 10y,% 1999 £5.125 
European Inv Bank 10%% 
2004 £259.375 

Index-Lnkd 2%% 1999 £2.4556 
RJB Mining 3p 
Treasury 14% 1998/01 £7 


UK COMPANIES 


■ TODAY 

COMPANY MEETINGS: 
Lendu, 3, Clanricarde Gar- 
dens, Tunbridge Wells. Kent 

mao 

BOARD MEETINGS: 

Finals: 

Berisfard 
Sidlaw Group 
Wardle Storeys 
Interims: 

British Steel 
Cropper (J) 

Pillar Props 
600 Group 
Ted Baker 
Workspace 

■ TOMORROW 

BOARD MEETINGS: 

Finals: 

BOC 

Ctrqnal 

Interims: 

Gt Portland Estates 

HW Group 

Merchant Retail 

Meyer Inti 

Northern Foods 

Portsmouth & Sunderland 

Rebus 

Separate 

TGIVodafone 

Vosper Thomycroft 


■ WED NOV 18 

COMPANY MEETINGS: 
Linca t, Lincat Group Pic. 
Whisby Road. Lincoln, 9-30 

BOARD MEETINGS: 

Finals: 

Century Inns 
Interims: 

European Colour 

FKI 

Hyder 

Land Sec 

National Power 

New Look Group 

Safeway 

■ THURS NOV 19 

COMPANY MEETINGS: 
Barratt Developments, Plan- 
ters Hall. 1. London Wall. 
EC2, 2J30 

Inti Biotechnology, City Pre- 
sentation Centre. 4, Chiswell 
Street, ECl. 3.00 
Upton & Southern, 175, Luv 
thorpe Road. Middlesbrough. 
Cleveland. 11.00 

BOARD MEETINGS: 

Finals: 

Tomkinsons 

Interims: 

Bradford Prop 
Cedar Group 
Glenmorangie 
Lambert Feochurcb 


Martin Currie European 
Slebe 

Storehouse 

■ FRIDAY NOV 20 

COMPANY MEETINGS: .. 
PocMn's, Poc bin’s Pic; 
Brooks Lane, Middlewich, 
Cheshire. 12.00 
Renishaw. New Mills. Wot- 
ton-under-Edge. Gloucester- 
shire. 12.00 -i. 

Vision, Aviation House. 31, 
Pink HU1. Edinburgh, 2 JO 

BOARD MEETINGS: 
Interims: 

Acatos & Hutcheson . 
Black Arrow . _ . f 

Fibemet 

Osborne & Little 
United Utilities 

VSridlan 


Company meetings . art 
annual general meetings 
unless otherwise stated. . • 
Please note: Reports an try? 
accounts are not normally 
available until approxi- 
mately six weeks after the 
board meeting to approve 
the preliminary results. 

This list is not necessarily 
comprehensive since compa- 
nies are no longer obliged to 
notify the Stock Exchange of 
immi nent announcements.. 


CONFERENCES, VENUES AND COURSES 


CONFERENCES 


November 19 


The National Association of 
Pensions Funds (NAPF) 
whose members represent over 
£450 bAon ol ponsion fund 
assets, is ro hold its Autumn 
Conference in London on 
19 November. The programme will 
be of interest to pension and 
investment managers. Speakers 
mciudo Paul Lynam (KPMG) - tax 
seH-jssessmcnt Jennie Kneser 
tOPRA) ■ keep your regulator 
happy and David Hager (Bacon & 
Woodrow) - the investment 
challenge. 

For o full programme please 
call Hannah Barker on 
0171 7300585 

lit’ 

NAPF 

Pension Funds 

London 


NOVEMBER 25 
Using IT for Business Benefit 
A hreakfuM seminar examining the 
importance of IT to the financial .-crocci 
imiiNrv. The seminar will e\pkxe new 
detrnay chmnefe mm- lung used hy the. 
rapidis divcrsifting ssvtor. including 
i ale met bunking, cull centres, home 
hanking and digital TV Distinguished 
speakers include Peie Marsiien. IT 
Dtreclur. Egg and Prudential Banking. 
Carrs Hcaih. Director General. IFA 
Association and Sheris Leigh Coutu. 
Chairman, Interactive Investoc 
Tel: 0171 873 3162 Fax: OI7I 873 3057 
E-mail caihcriDe.nncNwiame>'@ > fLcutn 
LONDON 

DECEMBER 1 
Benefiting from Ethical 
Trading 

National conference to bring together 
the corporate and public sectors with 
trade unions and non -govern men ml 
organisations to discuss and learn about 
a wide range of ethical trading issue-. 
The event will bring together 
practitioners at the cutting edge of this 
writ to lead practice based workshops. 
Contact: Neil Stewart A.-&ocunes 
Tel: 0171 240 9393 Fax: 0171 2408RJ3 
LONDON 


DECEMBER 1 & 2 
18th FT World 
Telecommunications 

Competition and conscreeoce will be 
the two main themes of the 1998 FT 
World Telecoms Conference. Speakers 
include Sir lam Vjllanre. Chairman. BT 
pie. Mr Bert C Robert. Jnr. Chairman. 
MCI WorldCom: Mr Gary Foraec. 
Prcsuicni and CEO. GI>'<Kd One SA: Mr 
Daniel E Somers. Senior Executive Vice 
President & Chief Financial Officer. 
AT&T and Mr Javier Resticira. Vice- 
Chairman. Telefonica. 

Enquiries. Joanna Edwards 
Td OI7I 873 3374 Fat 0171 873 3067 
E-mart joanm.cdwani»@ flcora 
www ftcivtferences.eoni 

LONDON 


Conferences, 
Venues & 
Courses 




Effective Personal 
Productivity 

At this time any improvement 
in one’s productivity, both 
personally and in business 
can pay considerable 
dividends. LMI’s proven 
methods and concepts wil 
suit today's busy executive. 
We guarantee results. 

Leadershfc) Management (UK) Lid 
Tel: 4- 44 (0) 01753 749088 
Fax: + 44 (0) 01753 749089 
email: 

taLUkJtdOt8chnocofn.cofn 
Web: WMfcM-ukxoa 


LMLi 


Btrotinqiaamt 


ALL SET FOR EMU? 


EMU is not just an IT issue, it's a business 
issue with IT implications. 

If ihe UK joins the EMU - which seems ever 
more likely - now is ihe rime to make preparations. 

Because you can be sure your European competitors 
have a mo-year head start over you. 

Preparing IT Systems for EMU provides guidance 
on how changes will affect IT systems and impact on 
oiher aspects of your business. Guaranteed lo give 
vou .in insight into Ihe business alternatives and the 
related decisions available lo IT. 

Contents indude: 

• Strategic and technical preparation issues 

• ‘Ground rules' lor introduction of the Euro 
■ Implications and benefits fur Ihe business 

• What to do. when and how? ■ Guidelines for a 
tvpic.il project 

1 1 ic- cycle • Information gathering and planning 

• Rcsouicing the project 

Read alongside the best-selling European Economic am 
An analysis of how UK companies should prepare for a complete picture on 
hew to prepare v uur organisation lor EMU. 

Includes: 

• L'K. in — UK out: a red herring? • ‘Compliance' • Timing • Structure 

• Gelling started • Business strategy • Operational impact 

• ‘Mind Ihe gap"! ■ Implementation • Resourcing 


► FAX your order to: +44(0)1704 506685 

► CALL our order hotline: +44 (0)1704 508080 

► E-MAIL US AT: nrdenifiHmanagement.com 



► COMPLETE AND POST 
THIS FORM TO: 

Financial Times Management. FREEPOST. LON 6663, 
Southport, Merseyside PR9 98R. 

■•Moran tucl uchm J8 .inv if not 101W. wished 


F 1 N A N C I A L T I M E S M ANACEMENT BRIEFINGS 

S T X A T t: C I C I N T r. L. L I C, •: X C E • FOR F Li T U K tf S U C C F S > 


.3 Plcaw **ml me <vnh rerun* urn £1J5 

!_j plrau ta'ixl me ’Prufvtiipg IT S»vle*m lot EMU' tor i73 

■3 plrjw send me 'Evrcpmn Economic and MonrUn Union' lor £75 

inn memo back within 26 dtw ii new IOWj hjpp> '. oUmg with pticrit* deiail> 

of other lilies in ihw Fnuncml Tvtwss ManjRwnwt wn« 


MirMiyMm'Ntv. . 

fVniiion 

Compare 

Addinc: 


.Imtidh: 


HOW DO TOU WANT TO PAYf 

1 ChL-quu id £75 fa ICS ipayablc to Financial Time Management) 

I Fw*« me im at^muiian 

Maveni-dV-iw tno .pli-jw give deaili' 

OrdV. □□□□”□□□□□□□□□□□ 

Coni Holder^ Name 

F«pirv Dale- ;■ • _ j ;> • 


Tel No 



PWtcodc. . 
Fat. No. _ 


Signature . 
Date 


MANAGEMENT 


PRIORITY ORDER FORM 


Conferences, 
Venues & 
Courses 


DECEMBER 2-4 
Venture Forum Europe *98 
Arranged by FT Conference* ud 
Venture Economics, the 9th animal 
Venture Forum Europe will provide 
industry leaders with an important 
opportunity lo increase their 
imrWtT^ ruling of tty Pj.m prgn veoloxe 
capital mrakrtplore 
Enqinries: Sian Fancout 
TeL 0171 8733262 
Fax: 0171 873 3067 
e-mail: sunJoncom^fLcoui 
wwwJteonfcrences.com 

LONDON 

DECEMBER 7 & 8 
The 17th FT World Puip and 
Paper Conference 
Distinguished speakers include Dr 
Claes DofaOncL President and CEO. 
Investor AB and Chairman. STORA 
AB; Mr Martin Granboim. Executive 
Vke PrestdenL UPM-Kymmeac Group 
and Mr John F McGovern. Executive 
Vice President and Chief Fi none ini 
Office, Georgia-Pacific Corporation. 
Enquiries: Joanna Edwarfe. FT 
Conferences TeL- +44 171 873 3374 
Fax: 444 171 873 30676 
Email: joarna.cdwradsgftxom 
Web: iiv.mSi rent ■ . com 

LONDON 


DECEMBER 14 1998 
Brave New NHS? 

The impact of the new genetics 
oa the health service. 

This one day conference in central 
London provides on opportunity for 
delegates to debate the findings of a 
major new IPPR report which rxannnrs 
the key issues which the new genetics 
will raise for the NHS. Speakers include 
Hugh Bay ley MP. Dr John Chisolm, 
BMA and David Shapiro. 

For further information contact: 
Neil Stewart Associates 
Tel: +44 171240 9393 

CENTRAL LONDON 


Trade Fairs 
in Germany 


The Leadership Trast 
Feandatlon, Ross-on-Wye 
"Leadership Sans FtooBem f 

In ovary culture wo recognise 
leaders who are effective. But 
some teaderahp stytan and 
behaviour are room effective in 
same aJtureB then in athero. 

Our conference addressee these 
a fc n dert toe and tfMeienoe n end 
canaUe re teedera hi p both in 
ddarantculturee around the world 
end in ctifferent business 
environments. 

Contact John Knight 
Tel: + 44 ( 0 ) 1989 767 687 
Faac + 44 ( 0 ) I 960 768 133 
atnaB: leaders Odhd^pexxom 
Reebtarad Charity Ns. 1063916 

) CwdsdUeP VomMon 
Ross-on-Wye 


DER Travel Service - 

for all your Trade Fair 

‘ bookings to Germany. Available now: 

CEBIT 

Hannover 

Telecom '99 

Geneva 

Book Fair 

Frankfurt 

Toy Fair 

Numberg 

Hannover Fair 

Hannover 

Interpack 

Dusseldorf . 

ecu '.%) DER Travel Service now on 

0171 290 1107 ,1 yj 55 


Conferences, 
Venues & Courses 


COURSES 


NOVEMBER 23 -25 

ftocMn - poTOiars In Unsocial tmorriedge 

Property Lending 

• Freehold and Leach*! Land. Searches 
sod RcgieiJiioa. and Property Legohdan 

• The Inicrpreiaiion of Independent 
Professional Vahutions. and ihe Vhtnes 
Dung and OhOprineno the fcfaa* Tbs 
Planning Process from Application to 
Permission • Obligations and Rights 
offered by Conventional Building 
Contracts • Analysing Project Cash Hows 
sod Ruanda! Projections and more— 

3 Days £995 + VAT 
Contact: Birohin Training & Consulting 
1+ Lombard SL EC3V 9AA, London 
Tel: 0171 929 6633 Fax: 0171 9M 6644 
Email: biirhin0bifcbm.coni 

LONDON 


DECEMBER 1-3 


Introduction lo the City and 
Financial Markets 

• The Historical Role of the City • The 
Role of the Bank of England • The 
Banking System and Marta Parti d pM b • 
The Qipmsatianal Structure and Services 
of Major Bonks - Non Bonk Financial 
[itstitutioRS • Money Markets • Capital 
Markets • Risk Management Markets 
1 The Lo n don Stock Mate -Technology 
and Jargon. 3 Days CMS +■ VAT 
Contact: Biichin Trairing * CotMdiing 
1-6 Lombard St, EC3V 9AA. London 
Tct 0171 929 6633 Fax: 0171 929 6044 

LONDON 

DECEMBER 1 -3 
JANUARY 19 -21 
Corporate Finance 

laiermediue level aimed at those in 
corporates and banks who need to 
inktenftand vahiaboo. capital structure, 
shareholder value and funding. - Key 
Concept- in Finance • Cost of Capital 
Review of Investment Appraisal 
DetM/Equiry Management - DCF 
valuation • Valuation Multiples 

* fVqiBTTTKWl VUk 

■ rtacbca! Case Smcfits - MKX M&A 
fTanarr Zoe a FSMD for details 

Td: 44 <0)1625 530050 
Fax; 44 {0)1625 523937 
E-Mail: miaiflgSffliMLcojB: 

FSMD: LEADERS EN EDUCATION 

LONDON 


Conferences f 
Venues & 
Courses 


DECEMBER 2-4 
Understanding Company 
Finance 

Aimed at those in banks and corporates 
who need a better undwwandMg of the 
banc principles and coaceptt relating to 
company finance cashflow dynamics 
and shareholder value - Review of key 
fi n a nci al accounting issues • Financial 
Profiling • F undament als of Cash Flow 
Amlysis - Understanding Cash Flows 
• Market Evaluation • Undemanding 
P/E mini « Cresting shareholder value. 
Comscc Zoe at FSMD for deoils 
Tel: 44 (0)1625 530050 
Fox: 44 (0)1625 523937 
E-Mail: trajmnggfand ro.uk 
FSMD: LEADERS IN EDUCATION 
LONDON 

DECEMBER 8&9 
Ready For The Euro! 
Introduction to FordgA 
Exchange and money markets 

Definitive training on the Euro in the 
financial m ar te n featuring WINDEAL 
dealing simulation EUR/USD. For 
Corporate treasury personnel, trainee 
dealers, back office and systems 
development staff pins 1999 ACI 
Certificate exam candidates. 
GBP 575D0 + VAX 
Lywood David Irgmmiooal Ltd 
TeL- 44 <0)1732463014 
Fax: 44 <0)1732 463015 
e-mail: (rammgOlywood-davMLco.uk 
LONDON 


FAST. EFFECTIVE, AFFORDABLE 

Would speaking your 
Customer s language 
have made the 
difference ? 


Did your last meeting overseas go as well as you had 
hoped ? No ? Why not ? Did you lose out to a competitor 
who did speak the language of the customer ? 
Don't let it happen again - 

Call BERLITZ for details of 'Doing B usi ne ss in' 
French/Geiman/Spanish NOW on 

0171 - 915 0909 
0121 - 043 4334 
0161 - 228 3607 
0131 -226 7198 


Helping the World Communicate. 


DECEMBER 10 -11 
BPP Financial Education 
Asset Securitisation 

For sales/ trading staff wishing to 
imdeotand the vroddngs of die seewbed 
bond matter “ Playen, secoriasamm. 
ifoiuKiaiwiHfMn * Racing a g e n aei A ihe 
process • Structuring securities - types A 
risks * Securitisation uses - credit 
enhancement, subordinated debt, 
insurance based credit ' Distribution • 
market makers, investment strategics, 
alterative comparisons * l* g«) A Tax 
Aspects - securities law, banking ft 
i^Diroon issues, tax relief "Oher issues. 
This cwuse is ran by the Treasurer of a 
major UK pte. 

TeL 0171 786 6853 Fax: 0171 628 7818 
Enaril: hilaryjac taong bppcojik 
CITY OF LONDON 



AUGUST 1-6 1999 
1999 Summer School The 
Five Year Challenge Feeing 
Banks and Financial 
Institutions 

Speaker; include senior directors from 
Lfoyds/TSB, SocGen. Cologne Re. 
HSBC, Union Bank of Califor nia amt 
may ethers. 

Fee: £2.800 + VAT includes 

acc omm odation, mmh ft nuteriakt 

C m— T Panb Lynch Bintun Trainmg 

ft Coorelling pfe 

TeL ♦ 44 17)929 6633 

Fax: + 44 171 9296644 

e-mail: lyncfap^bitcfahLCom 

King's Coflese, CAMBRIDGE 


VENUES 




Purpose built meeting space 
oners flexibility with 14 suites. 
Unique in London, die En te rprise 
suue accommodates conferences 
or evens for up to 1400 attendees. 
500 comfortable bedrooms. 
Opposite Earl’s Coun Exhibition 
Centre. 

47 LiBe Road SW62UQ London 
Contact Karim Mestem 
Tet 0171 385 1255 
Fas 0171 381 4450 
Ema3: salof&pgragmuxLak 




A new prerigioin cily venue whhm foe 
Financial Times. Head Office. Ideally 
<uitcd for seminars, press launches, 
corporate functions and cocktail 
receptions. Sophisticated audio visual 
Hgripmen suitable for all luqmietnenB. 

Supportive and professional staff an 
hand la a+4M you. 

For farther details please contact: 
Jay Amin 

Tel: +44 (0) I71tm 3486 
Fox: 444 101171 873 3067 
Et—fl: Jay Jmini»fTeom 


f_'77 • 


This internationally known 
Grand Prix venue is set in over 
600 acres and boasts unique 
Conference and Exhibition 
Centre facilities for 10 to 2^00 
delegates as well as ouistandina 
Motorway accessibility. 

Contact: Martin Quilliain 
Tel: 01332-812919 
Fax: 01332-811647 



Sanderson on +44 171 873 3507 or Fax +44 171 873 3765 


ar-jj'LJ/ft 


MOST PKSIKIOia VCMUE W IONOON. 

for hire - up fo 
1,500 guests, 

tied for large corporate 
entertesnment fmetfon. 

AHEncgAies 

B “fB6l99, Rnandd Timas, 
OnaScxAiwark Bridge, 
London SET 9HL 
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BBS? 


Essential Guide to Jacques Nasser 


Education and experience: bom 
December 12 1947 in Amyun, 

Lebanon, but moved at the age of four 
to Australia. Grew up in Melbourne, 
and gained degree in business studies 
from Royal Melbourne Institute of 
Technology. 

Career path: joined Ford in Australia 
as a financial analyst in 1968. First 
worked in the carmaker's Dearborn 
headquarters in 1973, before returning 
to Australia and then holding postings 
in Asia, Latin America and South 
America over a 15-year period. 

Saw the problems of emerging 


markets first-hand when armed 
workers seized a Ford plant in 
Argentina and took him hostage. 

Mr Nasser negotiated to resume 
control of the plant and it was 
eventually restored to Ford with some 
military help. 

In 1990 he moved from Autoiatina, 
Ford's Joint venture with Volkswagen in 
Brazil and Argentina, to head Ford 
Australia when the carmaker's 
operations In Australia were making 
big losses. Mr Nasser slashed jobs and 
revamped marketing, and the business 
moved back into the black in 1993. 




8.25 am 
Radisson SAS Hotel 
Manchester Airport, 
Europe's Meeting GatewajJ 


m 




Radisson SAS 


HOTEL MANCHESTER AIRPORT 


The difference is genuine. 


Time is one oF your most valuable commodifies. Use it wisely. Book your next 'Rynn, flyout 1 meeting at the 
Radisson SAS Hotel Manchester Airport and your seminar, soles or training session could be under way within 
minutes of stepping off the plane, h's about convenience and plenty more besides. Like a choice of over 28 
different rooms, accommodating anywhere from 4 to 400 delegates. Experience the difference at Radisson SAS 
Hofei Manchester Airport - Europe's Meeting Gateway, between Terminal 1 and Terminal 2. 


CHICAGO AVENUE • MANCHESTER, M90 3RA - TEL 0161 490 5000 • FAX 0161 490 SlOO 
Radisson operates more than 360 Hotels worldwide. Among these you can find 15 Radisson SAS 
or Radisson Edwardian hotels in the United Kingdom and frefand. Far reservations call toll-free in 
the United Kingdoms 0800 374411, France: 0800 91 6060, Netherlands: 0800 022 7064, 
Belgium: 0800 1 9898, Germany: 0130 81 44 42, Spain: 900 95 3534 or non toll-free 
from any other country: +353 1706 0284. Visit us at http://www.radfsson.cem 
or contact your travel agent. 

Manchester 
Wv Airport 


PROFILE JACQUES NASSER, FORD 


Hard driver heading 


for a ‘common’ goal 


A car enthusiast from the very beginning, the heir apparent who 
has proved himself to be a tough cost-cutter talks to Nikki Tait 


Mr Nasser went on to become 
chairman of Ford Europe in 1993. 
where a broadly similar strategy was 
deployed - a combination of job cuts, 
an efficiency drive, and new model 
introductions, such as the 
bubble-shaped Ka economy car. 

He became president of Ford’s 
automotive operations in 1996. 
In te rest s: fast cars and top-quality 
watches, which he collects. 

Has always made a point of 
dispensing with company-provided 
chauffeurs and drives himself around 
town. 


Jacques Nasser, chief 
P executive-elect of 
Ford Motor Com- 
pany. has been described 
both as a maverick and a 
breath of fresh air in the 
sometimes stuffy world of 
carmakers in Detroit 
For several years, the 
hard-driving' Mr Nasser - 
who will take over from Alex 
Trotman as Ford’s 'chief 
executive in January - has 
been a part of the Ford pur- 
suit that has fascinated, yet 
eluded, the automotive 
industry: the “common car”, 
a product that could be sold 
from Stockholm to San- 
dusky. 

In recent years the com- 
pany has refined that ideal 
Mr Nasser argues it is possi- 
ble to standardise engineer- 
ing and production while 
still satisfying the eclectic 
tastes of car buyers around 
the world. Instead of the 
common car, the company 
has emphasised “common 
platforms" - or core designs 
- which it can then enhance 
with external tailoring to 
make the product appeal to 
different markets. 

Mr Nasser admits Detroit 
could not have coped with 
this approach five years ago. 
Ford's current philosophy 
was put in place by Alex 
Trotman under the "Ford 
2000" banner. The plan, 
launched in 1995. entailed 
pulling international 
operations into one inte- 
grated company; simplifying 
core engineering and produc- 
tion to achieve considerable 
cost savings; and designing 
around the reduced number 
of platforms. 

Mr Nasser, who became 
Ford's head of automotive 
operations in 1996, won his 
spurs implementing much of 
the mechanics for thi« plan. 
He killed off unprofitable 
vehicles; shifted production 


around; spurred a dealership 
reorganisation; and put pres- 
sure on suppliers. - 

The process has enthused 
■Wall Street, as billions of 
dollars of cost savings have 
Strengthened the world's sec- 
- ond largest carmaker. It has 
also revitalised Ford's share 
price, and caught competi- 
tors such as General Motors 
.on the hop. Much of Ford's 
approach has now been 
copied. 

.The strategy earned Mr 
Nasser the nickname of 
"Jack the Knife ", a title he 
dislikes. But even detractors 
grudgingly admit he is a 

“car man” - high praise in 
Detroit 

He was born in Lebanon, 
and his family moved to 
Australia when he was four. 
Mr Nasser's father worked 
briefly as e foreman for Gen- 
eral Motors in Melbourne, 
and went cm to build up his 
own property business. Mr 
Nasser's brother still has 
property, including night- 
club and restaurant inter- 
ests, in Melbourne. 

Mr Nasser was a car 
enthusiast from an early 
age. Certainly, he was a Ford 
man from the start. He 
joined the company as a 
financial analyst in 1968, 
worked stints in Latin Amer- 
ica and Europe, and In the 
mid-1990s headed the car- 
maker's product develop- 
ment team. 

Living up to his maverick 
reputation, he recently aban- 
doned plans for a formal 
interview at the last minute, 
switching the venue to a dis- 
creet Italian restaurant on 
the outskirts of T-aa Vegas. 

Mr Nasser, it transpired, 
had Had his fill of tramping 
around the annual motor 
show occupying Las Vegas's 
cavernous convention cen- 
tre. So. accompanied by J. 
Mays, the mastermind 


behind the design of the new 
Volkswagen Beetle, who 
joined Ford last year, he 
suggested a quiet lunch. 

In distinctly un-American 
fashion, a bottle of Chianti 
was uncorked and conversa- 
tion settled on the shape and 
fate of care to come. 

“In the past" Mr Mays 
says, “we tended to focus 
inwardly, looking for func- 
tional efficiency. Now the 
mind-shift is to more out- 
wardly focused, emotional 
satisfaction for the cus- 
tomer." 


He has pursued 
an ideal that has 
eluded the car 
industry - the 
‘common car’ 


Mr Nasser takes up the 
argument, linking trends in 
car design and production to 
the 1990s emphasis on life- 
style choices (at least in 
Europe and North America). 

“What you're seeing is 
niche cultures," he says, 
using as an example the 
thousands of magazines that 
address everything from 
knitting for the over-€0s to 
Hispanic scuba-diving. Inter- 
nationally, too. he notes that 
products such as MTV [the 
music channel] tailor their 
approach to suit European, 
North American or Latino 
audiences. 

Add the aspirational ele- 
ment to car-purchasing, and 
this combination of produc- 
tion efficiency and superfi- 
cial differentiation sounds 
persuasive. “People’s homes 
are what they are,” says Mr 
Mays. “People’s cars are 
what they would like to be." 


But why has Detroit sud- 
denly stumbled on the 
notion that the average, tar 
buyer wants more than a 
metal box that stops and 
starts to order and looks just 
like his neighbour's? Mr 
Nasser does not miss' a. beat 
“Because it's a marvellous 
business opportunity." 

The conversation switches 
briefly to Australian polities, 
with Mr Nasser express* 
admiration for Paul Reati^ 
the former prime minister. A 
was Mr Keating who. in an 
effort to bring big cultural 
changes, ended 'by dividing 
his electorate. Could there 
be parallels with Mr Nasser's 
drive to overhaul Ford? In 
the Corporate context, is it 
possible to move too fast? 

Mr Nasser pauses, 
thoughtfully- “I actually 
think there are mare checks 
and balances in a company 
[than in politics],'' be says. 
In a business, he points out, 
there is instant reaction to 
any fresh initiative: from 
trade unions, the media, 
shareholders or the stock- 
market. 

If the Las Vegas show had 
briefly proved to be over- 
whelming. Mr NassafT* 
enthusiasm for bustle semis 
to be returning. “I love big 
cities." he says. “They’re 
about people, culture, aspira- 
tions." So which city is his 
favourite? He thinks for a 
moment and picks London - 
although, with a salesman's 
tact, quickly adds that if 
“you pick one. you piss off 
the others". 

It is an unusual choice for 
someone who has prospered 
in Australia and America, 
two societies that are partic- 
ularly welcoming to new- 
comers. While Britain may 
tolerate outsiders, it is less 
quick to embrace new arriv- 
als or ideas. 

Mr Nasser smiles. “Toler- 
ance is the first step to 
acceptance.” he. says. “But 
you may have appoint 



L LUCY KELLAWAY 


Big Shots miss the target 


Choose your business hero, get the 
book, then follow the 10 easy steps 
to success - there’s absolutely 
nothing to it 


Who would you most like to 
be: Richard Branson, Jack 
Welch, Rupert Murdoch or 
Bill Gates? You choose and 
ni tell you how. At my 
elbow I’ve got four little 
books called Big Shots, each 
of which reveals how to 
become one of these great 
men in 10 easy steps. 

This isn't rocket science, 
as the publisher. Capstone, 
points out, but pocket 
science. For only HL99 you 
have in your hands a nifty 
little volume that will 
change your life forever. 

So, you have chosen 
Rupert Murdoch, The 
World's Greatest Dealmaker. 
Easy. Step I: Be pragmatic. 
Step 2: Forget nice. Step 3: 
Gamble. Step 4: Lead from 

the front You've changed 

your mind? You are not a 
bastard and you are funny 
about risk? 

OK. let's try Bill Gates. 

The World's Richest 
Business Leader instead. 

The number one secret here 
is; Be in the right place at 
the right time. Oh dear, does 
that rule you out before you 
even begin? This is the 
wrong time, and you are in 
the wrong place? 

Don't worry. You can 
always be Jack Welch, The 
World's Greatest 
Turnaround King . Here is - 
how to become Welch. Step 
1: Invest in people. Step 2: 
Dominate your market. ..or 
get out. Step 3: Never sit 
still Step 4: Think service, 
service, service... Step 9: 

Stick around. 

What’s that? You think 
being Jack Welch sounds too 
much of a hard grind? 

Well then, there is nothing i 
else for it. You will have to > 
be Richard Branson, The 
World's Greatest Brand 
Builder. 

To be the Virgin King, you 
most a) Keep it casual, b) 
Haggle, c) Smile for the 
cameras, d) Make work fun. 
e) Never lose the common 
touch. 

Sounds pretty easy to me. 


Why not buy a rail company 
and try it out? 


In the old days of jobs for 
life it made sense for an 
employer to behave in a 
paternalistic way. Then 
came a brief period in which 
paternalism fell from favour 
- there seemed no place for 
It when everyone “owned" 
their own careers and 
Job-hopped as if their lives 
depended on it Now 
paternalism is back, but In 
new clothing. Employers are 
more desperate than ever to 
hire and keep good people 
and are Undine that one way 
of doing it is to offer to take 
care of their whole lives. 

Consider the case of 
software company SAS 
Institute. According to an 
article In the FT last week, 
SAS employees can put their 
babies through the company 


crdche, and their children 
through the company school 
They can go to the 
company's de luxe exercise 
classes, have their illnesses 
cured by company doctors, 
eat SAS food at lunch time 
and take SAS left-overs 
home for supper. 

No doubt th is is all very 
convenient, but it strikes me 
as creating the wrong sort of 
relationship between worker 
and employer. For a start, if 
your life is that closely 
bound up with the company, 
you may be less likely to 
jump ship, but your decision 
to stay where you are could 
he for the wrong reasons. 

More alarming is what 
happens should the company 
decide that it wants to get 
rid of you. Maybe SAS has 
no intention of getting rid of 
anyone, but still, just 
supposing. 

Being made redundant is 
bad enough, but if you are 
cast out not only from a job 
but from a way of life for 
your whole family it would 
be devastating. A healthier 
relationship would be to 
make the job itself as good i 


as possible, the pty generous 
and let the employees get on 
with the rest of their lives 
themselves. 
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Finally, the pennybas 
dropped. Consultants are 
coming to realise that the 
outside world sees them as 
arrogant, overpaid teenagers 
who think they know all the 
answers. Leafing (trough 
the business magazines, I 
detect a new defensive trend 
in consultancy adv&tising 
that attempts to create a 
more mature, less aggressive 
image. 

The latest ad fromCEFMG 
shows a picture of ctildren 
running into schooL {Above, 
it says: “They skip iito the 
building each morning, so 
young, so innocent, so 
helpless. Are we referring to 
your children or your 
consultants?" And * 
underneath: “Our 
consultants have an average 
of 13J5 years experience." 
Likewise an ad from Leloitte 
consulting says: “We cever 
presume to have all tie 
answers. Because we’vi ■ 
learned over the years that 
certain insights can on.y 
come from inside our dent's 
organisation." 

This kind of thing is til 
very weff. But if I were' 
about to spend several 
million dollars getting tie 
consultants in. I migh t reed 
something a Uttle more l 
positive. i.. 

The news that a firm’s tV 
consultants each hqve I 3 «dd 
year’s experience (of whal) 
might not be enough to f • 
swing it. v 


Further to my col umn fast • 
week on e-mail acronyms, $ 
reader alerts me to another 
one, TNSTAAFL. This *}. 

stands for that highly ^ . 

debatable saying; There’s nc 
such thing as a free lunch. 

On reading that I daresay 
you are ROTFLor -as we 
long-winded pedants prefer 
to say - rolling on the floor 
laughing. 


. .V-.: 

„.. r * TIC* - - V 
!'S> * 


ittmg 


heoi-y 


ractice 




. ..... 


i- . ....T 


.. ■ -y 




, * •ir'v^'yF 

--- - : 




■ r ; 
•„y 


'..a -.viHtf 


«- - •*-■- -vuriwijffc: 

... v i&pte* # 

•* . -•2H9s»fiji. r 

- »• gte 

.i te-wjH-M; .»|H| 

= ife 

• •• .--wff*- 

- • • 

v’w&iwfc. 



-• itym r 

- .1 _.«v ~ 

r= *.•*«£ ipori -2* 




■f ' -*•* .-.rj.t- 


women gate 
ground at Stem 


• 53*- 7 

VT * J'sSWtftev. 
•••* - ! ns 

-.4«* 

■ ..ics -■* 

•• * -■ -y- 


Chinese get 
on the ease: 




■■■ M -S3W 1u tewfcfe,'#* 


^sment 

«towork 






■ “ ’ as-. TWjspflh 

- r - lew 


"*‘W v ® : 


L*¥tiaa«i| 

'■■■• *■+**&$ 
■■■ 

'•' ( v 






-SiLSlN 


fSi^SEOUCATiO* 







iS-,, 


-nines* 

" ‘ r .. ~ i-ir^ 


- ..... i **■ *■ 




_ • ti, 




Sn 5> V- • 





buy. keltowwaFT.com 







FINANCIAL TIMES MONDAY NOVEMBER 16 1998 


* 


1 1 



INSIDE TRACK 


BUSINESS EDUCATiOM CONSULTA NCY _ 

Putting 
c theory into 
practice 


Victoria Griffith on 

the pressures 
drawing business 
schools into 
consultancy work 


Move over Bala & Co! 
Eat your heart out 
Boston Consulting! 
There Is new competition on 
the street, and it is coming 
from an unexpected source: 
l Jtaderaics. Business schools 
'are reinventing themselves 
as consultancies, and are 
winning the admiration of 
corporate clients. 

MBA programmes have 
long encouraged professors 
to carry out consultancy 
work on the side as a way to 
keep them in touch with the 
real world (although schools 
often monitor the amount erf 
time spent on such work). 

Yet traditionally, such 
consulting was on. an ad hoc 
basis. Corporations might 


ask the advice of manage- 
ment gurus Michael Porter 
or Rosabeth Moss Kantor, 
both of Harvard, for 
Instance, but Harvard Busi- 
ness School itself remained 
aloof from such dealings, 
pr, Under a new consulting 
■ iiodel. business schools are 
placing themselves in the 
driver’s seat They manage 
the relationship - even 
assigning professors, or 
groups of professors to cer- 
tain corporations. 

UK business school Ash- 
ridge. which probably saw 
the trend first, has been 
operating a separate consul- 
tancy practice since 1987. 

In the US, business schools 
such as Babson, the Univer- 
sity of North Carolina (UNC) 
at Chapel Hill’s business 
school, and the Fuqua 
School of Business at Duke 


are re-fashioning themselves 
as miniature consultancies. 

US business schools began 
to develop contacts with cor- 
porations earlier this decade, 
when “tailored courses" for 
individual companies came 
into vogue. Companies love 
the individual attention, and 
the “executive education" 
arms of many MBA pro- 
grammes have become 
extremely profitable. 

Yet corporations say they 
need more than Just class- 
room instruction. Executives 
are increasingly demanding 
follow-up sessions, coaching 
and mentoring, even direct 
involvement in strategic 
planning. 

“Typically, business 
schools offered off-the-shelf 
education products to corpo- 
rations," says Steven Hicks, 
head of custom programmes 
at UNC Chapel Hill’s busi- 
ness school. 

“But consumers of busi- 
ness education got more 
demanding, so schools 
started offering custom 
courses. Consulting work is 
an obvious outgrowth of 
executive education.” 

When Hans-Peter Eitel, 
heart of a computer products 
division or Siemens-Nixdort 
needed outside advice two 
years ago on how to change 
his group’s corporate culture 
and roll out strategic plan- 
ning, he turned to Babson 
College, a business school 
just outside Boston. 

The company had been 
sending managers to courses 
at the school, but Mr Eitel 
wanted a greater commit- 
ment He got it Soon, Bab- 
son professors were advising 
the company on everything 
from product launches to 
financial models. 

“We wanted help and 
advice on demand ” says Mr 



Eitel. “We didn't want to be 
restricted to the times the 
courses' were meeting.” 

As the relationship deep- 
ened, Siemens has sought 
advice from Babson profes- 
sors on a myriad of topics. 
When managers were reluc- 
tant to launch a new prod- 


‘Consulting work 
is an obvious 
outgrowth of 
executive 
education’ 


uct, citing excessive finan- 
cial risk. Babson consultants 
persuaded them to go ahead. 
“They explained that if you 
look at new products from a 
traditional accounting point 
of view, almost all la unches 
seem a bad idea." says Mr 
BlteL “They encouraged us 
to go ahead.” 

Consulting can be 


extremely profitable. Ash- 
ridge says It makes S2JSm a 
year on its small practice. 
Yet business schools say 
they face several challenges 
in trying to refashion them- 
selves as consultancies. 

Some schools are still 
reluctant to stray too far 
from classroom instruction. 
Many say they differ from 
consultancies because they 
do not offer advice; rather, 
they try to lead executives to 
the correct decision. “We 
don’t Mfa* fish for compa- 
nies; we teach them how to 
fish themselves." says Prof 
Hicks of UNC Chapel ffilL 
Yet the line between advis- 
ing and teaching can be very 
thin, as is obvtons to anyone 
who has ever had a professor 
say something like: “Did you 
ever think about changing 
your focus a little?" 

Faculty, moreover, can be 
resistant to t he idea of con- 
sulting under the auspices of 
a business school For many 
professors, independent con- 
sulting is an extremely prof- 
itable sideline. Sharing the 


business with the school can 
be difficult 

“When the professor con- 
sults on bis own, he's the 
only one who makes 
money," says Rich Bettis, a 
business school professor at 
UNC Chapel HUl “The pro- 
fessor may not be crazy 
about sharing those profits." 

Prof Hicks says some pro- 
fessors are reluctant to Intro- 
duce corporate contacts to 
administrative personnel at 
the school, for fear the 
school will steal their cli- 
ents. MBA programmes 
themselves may also be 
loath to move too quickly 
into consulting for fear of 
raising the ire of some of 
their most treasured recruit- 
ers - the big consultancies. 

Yet since many corpora- 
tions and business schools 
covet a deeper relationship, 
the growth of the business 
school as a consultancy 
model seems bound to grow. 

“This is all in its infancy," 
says Prof Bettis. “But it’s the 
direction everyone is moving 
in." 



CULTURE POTT ED THEOR IES 

Difficulties in 
a marriage 


Managing 
the global 
business 

How do you manage a team 
of people when some are in 
New York, others in New 
Delhi and still more In 
London or Paris? This 
dilemma win be tackled in 
an executive programme 
beginning next March. 

The one-week course, run 
jointly byHarvard Business 
School and the Spanish 
r ' gchool lose, will use 
- videoconferencing links 
between Boston and 
Barcelona. It is entitled 
Learning to Lead through 
Global Teamwork. 

Some 20 executives in 
each of the two cities will 
assume roles In the 
company Bulgari Parfums, 
an organisation grappling 
with the problem of global 
transformation. 

Harvard www.hbs.edu 
lose: wwwJese.es 

Assessment 

teamwork 

The American accreditation 
body, the AACSB. has 
agreed with its UK 
equivalent, the Association 
of MBAs, on a procedure for 
their first joint accreditation 
of a UK business school 
They plat to assess 
Warwick Business School 
early, next year. 
l* The AACSB wiP assess 
■ 1 the wftoie school white the 
Association of MBAs will 


lead the assessment of the 
MBA proyam mes. 

The AACSB wtt add both 
an academic reviewer and 
an industry reviewer to the 
Association's review panel 
for the MBA part of the 
review. 

AACSB; www.aacsb.edu 
Association of MBAs: 
www.mba.org.uk 

Women gain 
ground at Stem 

The Stem school at New 
York University has 
announced a dramatic 
increase in the number of 
women on its MBA This 
year 43 per cent of the 
students are women. 

St&rv www.stem.flyu.edu 

Chinese get 
on the case 

Faculty members from two 
universities in China are 
leaning how to teach, the 
Washington way. 

The ODn School of 
Business at Washington 
University in St Lous is 
hosting faculty from Fudan 
University in Shanghai and 
Tsinghua University in 
Beijing. The semester-long 

visits are intended to help 
Chinese faculty move from 
the chalk-and- talk method of 
teaching to a case-method 
approach. 

Washington University: 


www.wusti.edu 

Learning from 
the dark ages 

Can a discussion of the 
Christian monastic orders in 
the 10th century hold 
lessons for managers today? 

Editors of the Financial 
Times Mastering 
tAanagement Review 
obviously believe it can, and 
have published just 
such a debate in this 
month’s issue. 

On a more conventional 
note, the issue also 
sees the start of a four-part 
series on shareholder 
value by David Young, 
professor of accounting at 
Insead, in Fontainebleau. 
Mastering Management UK, 
181 597 0181 

Tax break for 
course tees 

British foil-time MBA 
students are now able to 
claim tax breaks on their 
course foes following a 
ruling by the Inland Revenue 
which extends existing tax 
reBef on vocational 
qualifications. 

To qualify, participants 
must be more than 30 years 
old when they start their 
programme and the course 
must be only a year long. 

The tax refief wffl reduce 
fees by 23 per cent 


Cultural differences 
have created some of 
fiie biggest obstacles 
for companies Involved in 
mergers. 

The problem is that much 
greater for multinationals 
such as Chrysler and 
Daimler-Benz where the 
merging businesses must 
fuse the characteristics of 
their countries of origin. 

The difficulty of marrying 
cultures has highlighted the 
work of two Dutch academ- 
ics, Geert Hobtede and Fons 
Trompenaars, who have car- 
ried out related, but indepen- 
dent research, into cultural 
differences in societies and 
bumness. 

Mr Hofstede, whose 
research developed studies 
b; Mauk Mudler. a Dutch 
social psychologist, identi- 
fied five measurable charac- 
teristics of national cultures. 
First is what Mudler called 
power distance - the emo- 
tional distance that sepa- 
rates subordinates from 
their bosses. In France, for 
example, where status is val- 
ued, the power distal 1 ! is 
much greater than in Swe- 
den, a less hierarchical soci- 
ety. 

Mr Hofstede created a 
power distance table, drawn 
from a survey of IBM 
employees in different coun- 
tries. The high scorers were 
those societies in which 
managers exercised hi gh lev- 
els of control. Those with the 
lowest scores had more con- 
sultative and interdependent 


relationships between man- 
agers and subordinates. 

The other four dimensions 
are: individualism against 
collectivism; gender differ- 
ences. masculinity verses 
femininity; uncertainty 
avoidance, related to 
whether people are risk tak- 
ers or risk averse; and time 
orientation • a recognition 
that some col hires prefer 
negotiations and relation- 
ships to “bed in” over a 
period of time. 

Mr Trompenaars. a 
Netherlands-based consul- 
tant, progressed this work in 
his 1993 book Riding The 
Waves of Culture. 

One of his key findings 
was the fundamental differ- 
ence between two cultural 
types - “particular! sts” 
(those who have a sense of 
obligation to a colleague or 
friend, mostly found in 
south east Asian societies) 
and “universalists" (those 
who feel constrained to 
abide by rules, characteristic 
of North American societ- 
ies). 

Quote: " Culture is reflected in 
the meanings people attach to 
various aspects of Rfe.” Geert 
Hofstede: bam 1928 

Worth Reading; Culture's 
Consequences; International 
differences in work-related 
values. Sage Publications, 
1384. 

Richard Donkin 


Information for News from Campos should be sent to Oella Bradshaw, 

The financial Times, One Southwark Bridge, London 5E1 9HL 
Tel. 44 171 873 4673 fax 44 171 873 3950 
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PART-TIME FACULTY POSITIONS -SPRING 1999 
INTERNATIONAL TRADE & MARKETING DEPARTMENT 
BUSINESS A TECHNOLOGY DIVISION 
FASHION INSTITUTE OF TECHNOLOGY® - SUNY 
Seventh Avenue at 27 Street, New York City 10001-5992 
Application deadline: November 20, 1998 


F./.Tfll an Momado n^ y known leader bi earner education, is acoBegeotart and design 
and business and technology of the State University of New York offering 30 career-related 
majors fearing to AAS^ &FA. B.S.,and HA degrees. 


International Trade ft Marketing Department seeks industry professionals, active 
or retired, to serve as part-time instructors. Daytime classes only. Mnimum of 10 
years' Industry experience and baccalaureate degree required; teaching experience 
preferred. Need three Instructors with expertise in (1) 0lo»al sourcing and supply 
chain management (2) global marketing and distribution chain management; and (3) 


Importfexpoit procedures. Afl positions require broad erogfrculturai negotiation skffls. 


Submit resume, tetter of interest and the phone numbers/mailing addresses of three 
references to: Bruce M. Matamut, Chair, International Trade & Mark eting Department, 
F.I.T., Seventh Avenue at 27 Street Room 8-436, NYC 10001-5992 


F.I.T. ban equal opportunityMflrmatiue action employer 




JUDY DEMPSEY 

FILE FROM JERUSALEM 


An unhappy blend 
of ingredients 

The growing power of the religious parties, 
a trend ignored by secular jews, spells 
the end of Israel as a melting pot 

As chef of Fresco, a smart 


restaurant just behind 
Jerusalem’s Jaffa Street, Udl 
Meri prepares meals which 
go some way towards filling 
the culinary vacuum of the 
city. 

Tbe menu was expanded 
four months ago, when 
Fresco decided to become 
non -Kosher. 

That was when the trouble 
started. 

The Haredim. 
ultra-Orthodox Jews who 
adhere to strict religious 
codes of behaviour, started 
gathering oqtside the 
restaurant during the 
Sabbath hours of Friday 
night and Saturday. 
Sometimes they threw 
stones, on other occasions 
they cursed Mr Meri and the 
staff, telling them they 
would be sent to their death 
if they broke God's laws on 
the Sabbath. 

During weekdays, Mr Meri 
still receives telephone calls 
from the Haredim. some 
trying to persuade him to 
return to the ways of the 
Torah, or Bible, others 
swearing at him. 

Mr Meri and Fresco’s 
Jewish and Arab staff have, 
so far, shrugged off the 
threats, relying on the 
popularity of the restaurant 
to keep morale high. 

But for how long they can 
continue to do so is another 
matter, if the results of last 
week's local government 
elections are anything to go 
by. In Jer usalem. Khnrt 
Olmert. member of the 
right-wing Likud party, was 
swept back to power as 
mayor. But this time, half of 
tbe 31 city council seats 
were won by the religious 
parties. 

In 1993, after a last-minute 
pact with the Haredim, Mr 
Olmert unseated Labour's 
Teddy Kollek. 

He rewarded the religious 
parties by giving them some 
of the most important 
ministries, such as housing, 
transportation and flnnnrp. 
They wOl expect much more 
following last Tuesday’s 
election. 

Elsewhere in the country, 
the religious parties. 


and Iraq, .made big inroads. 
Shas clinched three seats .in 
trendy, liberal Tel Aviv, 
where they are expected to 
put pressure on the new 
Labour mayor to impose a 
ban on all trading during file 
Sabbath. 

The results have horrified 
Mr Meri and his friends. He . 
fears the Haredim will 
impose more restrictions, for 
Instance trying to close - 
non-Kosher restaurants, 
during the Sabbath, or even 
more roads, now they have 
greater power on the 
council 

As a result, he believes 
young secular Jews will 
leave Jerusalem and go 
down the hill to Tel Aviv or 


It also showed 
how Israel's once 
extraordinary . 
melting pot was 
coming to an end 


retreat to the new suburban 
towns, leaving the dty more 
vulnerable to religious 
influence. 

Yet It is precisely tbe 
seculars who are largely to 
blame for the growing power 
of the religious parties. For 
all their complaints about 
how the Haredim receive 
generous subsidies for 
bousing and education, bow 
they receive exemptions 
from paying the amrma, the 
exorbitantly high city taxes, 
and from serving in the 
army, the seculars - 
non-observant Jews - did 
not turn out to vote. 

In Jerusalem's 
600,000-strong population. 50 
per cent of those eligible to 
vote did so. However, only 30 
per cent of seculars cast 
their ballot while 85 per cent 
of the Haredim turned out at 
the polls, with free 
transportation provided and 
strict instructions not to 
waste their vote. 

Elsewhere in the country, 
the average turnout was 50 
per cent, high by European 
standards but low by Israel’s 
where tbe young democracy 


Highest turnout was 
among the most motivated 
of the parties: the religious, 
and Yisrael Ba* Aliya, the 
Russian Immigrant party. 
Both groups had points to 
prove. 

The religious wanted 
greater access to political 
influence - and further 
financial benefits from tbe 
larger political parties, in 
return for support, especially 
in parliamentary coalitions. 
The Russians wanted to 
consolidate their power base 
In Israel in order to establish 
themselves as a powerful 
political party set to defend 
file interests of tbe new 
immigrants. 

But the success of both 
movements showed more 
than just the demise of the 
traditional Labour-Likud 
ideological divisions of 
Israeli: society - probably 
not a bad thing in itself 
since both have evolved into 
parties oT patronage. 

It also showed how Israel’s 
once extraordinary melting 
pot. encompassing so many 
different languages, cultures 
and backgrounds, was 
coming to an end. 

In its place is something 
more uncertain, if not 
worrying: a society 
undergoing rapid 
fragmentation Ln which tbe 
main political parties are 
encouraging sectoral 
interests rather than 
nurturing some consensus. 

It is a trend secular Israeli 
Jews want to ignore. 

People like Mr Meri, or 
Yossi, a truck driver born 
into a Liku d family, are 
furious with the seculars' 
double standards. 

“They moan and criticise 
about the growing power of 
tbe religious parties, but 
what do they do about it? 
Nothing.” said Yossi. 

He voted but not for Likud 
because he believes 
Benjamin Netanyahu, the 
prime minister, as much as 
Mr Olmert. has become 
increasingly beholden fothe 
Haredim in order to remain 
in power. 

Yossi voted for Meretz, the 
small left-wing party, one of 
the very few that speaks out 
against the growing power of 
the rabbis as much as the 
apathy of the seculars. 

Meretz won three seats in 
Jerusalem, perhaps enough 
for the chef at Fresco to 
believe It is still worth 
staying in the city and 
continuing to cook. 


especially Shas. the 
ultra-Orthodox party 
representing the Sephardim. 


Jews from North Africa, Iran I level. 
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INSIDE TRACK 



BUSINESS TRAVEL NETHERLANDS 

Airport decision 

A final verdict on where to build an international airport to relieve 
congestion at Amsterdam is edging closer, says Roger Bray 



yjiThe Dutch 

Government is close 
« a to deciding whether a 
new international airport 
should be built on land 
reclaimed from the North 
Sea. 

The ambitious project 
aims to counter Inevitable 
congestion at Schiphol. The 
cost of building a new' air- 
port has been put at about 
FI 30bn (£9.5bn), but its exact 
location is far from clear. 

“At first the proposal was 
to put it 10km offshore. Then 
it was 20km. Now the plan- 
ners are talking about build- 
ing it 30km from the coast If 
it gets any further away, 
we’ll be able to call it a UK 
airport." sal’s Leon Verbal* 
ten. passenger marketing 
director at Amsterdam's 
Schiphol. 

The irony is that Schiphol 
has long been marketed as 
just such an airport: an 
alternative jumping-off point 
for passengers from the UK 
regions who would other- 
wise need to change flights 
in London. 

Nearly half its annual 
total of 27.4m scheduled 
travellers are transfer pas- 
sengers. up from 35 per cent 
at the start of the decade, 
and a vast number of them 


are flying to or from Bri tain . 

But Schiphol faces a tough 
task to persuade them to 
keep coming. As business 
expands, it will become 
increasingly difficult to fulfil 
the current promise that 
short-haul travellers need 
only 40 minutes between 
flights and that long- 
haul passengers can switch 
in 50 minutes. 

The airport suffered 
embarrassing delays this 
summer, caused by a new air 
traffic control system, bad 
weather and building work 
which forced more aircraft 
to park at remote stands. 

But in the longer term it 
faces a dilemma common to 
many others in Europe: how 
to balance inexorably rising 
demand for air travel 
against the objections of 
environmentalists and anti- 
noise protesters. 

The airport is now allowed 
to handle 20.000 extra Bights' 
each year until 2003, when a 
fifth runway will be fully 
operational. That should 
allow the airport to keep 
pace with average European 
growth of about 5-6 per cent. 
But with airlines acquiring 
larger aircraft, passenger 
numbers may increase more 
rapidly than take-offs and 


l anding s. Until the govern- 
ment decides what to do 
about building a new air- 
port, it is far from clear how 
many travellers Schiphol 
will have to cope with. 

Nevertheless it has 
launched the first phase of a 
programme to expand its ter- 
minal. The central lounge 

Schiphol faces a 
tough task 
to persuade 
travellers to 
keep coming 


area close to D pier, used by 
most European travellers, is 
having a facelift and will 
double, in size. It had been 
split down the middle 
because of the need to segre- 
gate passengers flying 
within the Schengen area, 
who do not need to pass 
through immi gration. Soon 
they will use a separate floor 
and. by April 2000, they 
should be using a new pier. 
The number of air bridges 
from piers to parked aircraft 
will be increased from 80 to 


100, the largest number 
in Europe after Heathrow, 
it is claimed. 

Moving walkways are 
being widened to speed up 
transfers between gates. And 
after an increase in late lug- 
gage, a new baggage system 
is to be installed. This will 
enable luggage for delayed 
flights to be held separately. 

The expected demise of 
duty and tax-free sales to 
passengers flying within the 
EU, which is likely to 
deprive the airport of some 
FI 100m a year, has 
prompted a retailing re- 
think. The airport has 
decided to shun individual 
shops dedicated to a brand. 
Existing outlets, many of 
which are old-style counters, 
will be replaced by islands 
dedicated to one product, 
from books and newspapers 
to CDs and computers. 

An internet cafe will be 
installed for passengers. If 
they have enough time 
between flights, travellers 
will be able to play golf at a 
new course close to the air- 
port. The builders are in and 
will be working through the 
winter. It is hoped the 
job will be completed 
when the duty-free axe 
falls next summer. 

By then, it is hoped, the 
issue of where to build run- 
ways wall be resolved. Three 


potential solutions are bang 
studied: an “overflow" air- 
port for cargo, charter and 
low-cost airlines on 
reclaimed lanrf in the Mas s 
delta near Rotterdam, which 
would still leave Schiphol 
needing to handle an even- 
tual 60m passengers a year, 
against its current 35.5m. 
Then there are two sites 
which would siphon off all 
transfer traffic - one in the 
Ijsselmeer (formerly called 
the Zuyder Zee) - and the 
North Sea option. Either of 
these would leave Schiphol 
with only 20m passengers to 
worry about 

Mr Verhallen says Rotter- 
dam is far from ideal, partly 
because of a lack of infra- 
structure. Birds will be a 
problem in Ijsselmeer. Their 
habitats should not be dis- 
turbed and they may pose a 
hazard to aircraft 

Schiphol favours the 
North Sea solution, but 
that is also the most 
costly. 

• Euroscot Express, the UK 
airllnp , has launched a HnV 

between the south coast 
town of Bournemouth and 
Schiphol airport with return 
fares starting at £117.50. 
Weekday flights depart at 
11.50am. On Saturdays and 
Sundays they leave at 
5.40pm and 9.30am respec- 
tively. 



travel update 


Expensive times 
for tourists 

Hire a car in Amsterdam and 
you pay a bigger proportion 
of the rates in tax than in 
any other leading city, a 
report shows. Copenhagen 
is top of the hotel and 
restaurant tax league - and 
Chicago Is the most 
expensive for air travel 

The figures come from the 
World Travel and Tourism 
Council, a forum for travel 
industry leaders, which 
regularly monitors such 
charges. It says seven 
destinations charge more 
than 30 per cent of the car 
rental price in tax. After 
Amsterdam (50.1 percent}, 
the most demanding are 
London {37.9 per cent), 
Vienna (34.7 per cant), 
Copenhagen (33.1 per cent) 
and Frankfurt (32 per cent). 
Hotel tax represents a 
quarto- of the hotel bill in the 
Danish capital. Next in the 
hotel table come Prague 
(22.31 per cent}, Buenos 
Aires (21 per cent) and 
Bombay and Delhi (both 20 
per cen t). 

The WTTC says that. In 
the past four years, air 
passenger charges have 
Increased in 46 of the 52 
destinations it watches - 
and have doubled In 10 of 
them. Top of the list in 
absolute dollars is Chicago, 
which charges $65.75 per 
international arrival and 
departure. 

Air travel 
discounts 

Airlines have started to offer 
discount deals on corporate 
contracts as companies cut 
back on business travel. As 
a result, says travel agent 
Carlson Wagon IR, average 
fare increases across aA 
three classes have dropped 
to only 1 .5 per cent on a 
rolling annual basis. Last 
year they were running at 
around 13 per cent 

More seats on 
Air Canada 

Air Canada has increased 
the number of seats this 


winter in premium fare 
cabins — a cross between 
first and business class - on 
soma of its long-haul, 
transatlantic aircraft. On 
Boeing 747-400S the 
number of business-first 
seats is now 63 against the 
previous 43 and on Airbus 
A340s 44 against 32. 

New Hiltons 

New Hiltons are planned in 
Vancouver and Venezuela. 
The former will open in 
2000, 15 minutes from the 
city’s international airport in 
the suburb of Burnaby. It v/Hl 
have 283 rooms and wffl be 
part of a C$200m 

development including 

offices, shops and a 
conference centre. 

The latter is scheduled to 

open later the same year in 

the industrial city of Maturfn, 
in eastern Venezuela It will 
have 229 rooms and suites, 
and conference space will 
indude a ballroom, 
accommodating up to 400 
people, which will divide into 
smaller meeting rooms. 

Luxembourg/ 
London trip 

VLM. the Belgian regional 
carrier, launches a new 
service between London City 
Airport and Luxembourg 
today. The Antwerp-based 
airline is tying the route in 
partnership with 
Luxembourg's Luxair. It will 
operate three round trips a 
day from Monday to Friday 
and one at weekends, using 


a Fokker 50 turboprop. 
Departure times wiU allow a 
London-based executive '-to t ■ 
catch the 8am flight, arrival . 
at 10.25am and return on * 
the 5.35pm service. 

Luxury hotel’s . 
historical link 

An 18th century house 
where Lord Byron married 
Anne Isabella Milbanke, is 
being converted into a 
40-bedroom luxury hotel and 
conference centre. Saaham 

HaDisofftheA19on ; - 

Britain's Durham coast 'The 
hotel, which opens next . 
year, will have a health club - 
and will offer internet access 
from all Its rooms, . ' 

- .'iA , 

The world from 
your hotel room 

Guests at the Ritz-Carlton In 
Hong Kong are now befog 
offered unlimited free e-mail 
and internet access from the 
20 new “World Rooms’ 
Installed in the hotel, writes 
Nigel Page. WoridRooms 
also provide online news 
and business databases. 

The technology was 
developed to deploy a virtual 
local area network without 
cabling. Guests can send or 
receive a fox, place a 
telephone call and access 
the internet via a laptop or 
workstation simultaneously, 
using a single phone line In - 
their rooms. §_-• 

Roger Bray 
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SIEMENS 




The most important construction mate- 
rial for any building is neither steel nor 
concrete nor timber it is vision. Siemens 
BbikflngTedinoiogies successfully trans- 
lates tha building of your visions into 
reality. Quits dffierentfy for an art gallery 
than for a brewery, of course. After all. 


every building has quite different require- 
ments when it comes to building auto- 
mation, building security, building man- 
agement and the engineering general 
contractor. But our four divisions have 
one thing m common: maximum produc- 
tivity vwth minimum capital costs. In this 


respect everything about us has stayed •' 
the same, even under the Siemens 11 m- 1 . 
brella: management, organization, know- ; 
how and our close contacts: Siemens 
Building Technologies, BeRerruestr. 36. ‘ 
CH-8034 Zurich, phone ++41 1 385 26 61, ; 
fax++41 1 3ffi3018,wwwLsibLcom 

Landis & Staefa Division 

t 

Facility Management Division 
Project Business Division 
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INSIDE TRACK 


VACUUM TURBO-PUMPS 


Responding 
powerfully 
to pressure 


Pfeiffer is renowned not 
only for financial 
innovation but also its 
sophisticated products, 
writes Peter Marsh 

| Plastic fuel bmkq in cars 
J were once considered a 
I potential safety risk 
because of problems associated 
qtifr petrol vapour leaking from 
tn&joints connecting the tank to 
the rest of the fuel system. 

The fact that nowadays Tew car 
companies - or their customers - 
worry about this can be ascribed 
partly to a German company 
which is a world leader in vac- 
uum technology, and- has an 
impressive record in applying its 
expertise in a variety of indus- 
tries. 

Pfeiffer Vacuum is the biggest 
maker worldwide of vacuum 
turbo-pumps, claiming 30 per 
cent of the DMSOOm (£illm) 
-a-year global market Yet even 
though its vacuum turbo-pumps 
are among (he most technically 
sophisticated products found any- 
where, the company has hit the 
headlines largely for financial 
innovation. 

^n 1996 it became only the third 
'VJman company - after 
Daimler-Benz and SGL Carbon, 
both of them much bigger corpo- 
rations - to list its shares on the 
main New York Stock Exchange. 
It was also the first German com- 
pany to list in New York without 
having first done so in Germany. 

The company, based in Asslar, 
□ear Frankfurt and which dates 
from 1890, decided on this course 
after being spun out of Oerlikon- 
Bfihrle. a big Swiss engineering 
company which had owned it 
since the 1970s. Oerlikon was 
forced by antitrust agencies to 
divest Pfeiffer after acquiring 
Leybold, another big maker of 
vacuum pumps which is also 
based in Germany. 

Rather than float initially in 
Germany (where, since April the 
company has bad a separate list- 
in ‘'•an the country’s Neuer Markt 
foV- 1 fast- growing businesses), 
Pfeiffer opted for New York, 
partly because it has 30 per cent 
of Us sales in the US. ' 

“We also liked the US’s clearer 
accounting rules [compared with 
Germ any 1,” says Wolfgang JDon- 
dorf, Pfeiffer’s 54-year-old chief 
executive. Mr Dondorf, an engi- 
neer who had worked for a num- 


ber of US and German equipment 
companies, took over Ins job four 
years ago with mandate of 
giving Pfeiffer a separate iden- 
tity. He has accepted the chal- 
lenge. “What’s the difference 
between selling shares and sell- 
ing vacuum pumps?” he asks. 
“Basically nothing: Now we are a 
public company in our own right, 
we have to ex plain ourselves to 
the financial community, which 
helps us to create a clear-cut 
business strategy.” 

With sales last year of 
DM27Qm. only a quarter of which 
was in Germany. Pfeiffer expects 
revenues of DMSOOm this year 
and is keen to double the figure 
by 2003, partly through acquisi- 
tions. 

Its vacuum turbo-pumps are 
used to create pressures of as 
little as One miTHnn- h fflinnth of 
an atmosphere. The pumps con- 
tain up to 200 small blades fitted 
laterally on a shaft This turns at 
90,000 revs/minute, twice as fast 
as a jet engine. Air is removed by 
forcing it through a channel at 
lkm/second. or three times the 
speed of sound. 

Devices of this sort - in which 
Pfeiffer’s competitors include 
Alcatel of France and the UK’s 
Edwards High Vacuum - can 
cost up to DM50,000. Hiey are 
sold in a range of industries 
requiring extremely low pres- 
sures, from semiconductor manu- 
facturing to specialist coating 
processes for spectacle lenses, 
compact discs and TV tubes. The 



Wolfgang Dondorf: *Wfe also Bked the US's dearar accounting rises’ 


thp US industrial conglomerate, 
asked Pfeiffer to devise a fool- 
proof system to test its tanks 
(and the ass emblies that feed pet- 
rol from than to the engine) for 
leaks. It came up with a large 
vacuum chamber into which the 
tank assembly is passed from the 
production line. Helium is passed 
into each tank and any small 
traces of the gas passing through 
the plastic into the chamber are 
detected, signifying a defect 
Pfeiffer has sold three of these 


‘We have to explain ourselves to the 
financial community, which helps us to 
create a clear-cut business strategy* 


pumps aiw > end up insftto analyti- 
cal instruments. 

While sales of stand-alone 
pumps for slightly less 

than half Pfeiffer’s revenues, it 
has used its engineering exper- 
tise to branch out into providing 
large pieces of specialised equip- 
ment for important customers. 

An example is Kautex. the 
world’s biggest maker of plastic 
fuel tanks for cars. Production of 
these tanks is growing swiftly as 
automotive suppliers seek lighter 
and easier-to-manufocture substi- 
tutes fur conventional metal 
tanks. Kautex. which is based in 
Germany but owned by Textron. 


systems at DMlm each to Kautex 
for use in Europe, and is hoping 
for more contracts. 

Another big job for the com- 
pany has been to work on an 
automated production line for 
solar cells, being made for 
Balcke-Duerr. an equipment com- 
pany which is part of Deutsche 
Babcock, the German engineer- 
ing group. The DM1 5m system, 
which should see service next 
year in one of the world's most 
advanced solar-cell factories near 
Erfurt, comprises a vacuum 
chamber some 50m long which 
will coat glass with the required 
materials to make solar cells 


much more efficiently than in 
conventional processes. 

About a quarter of Pfeiffer’s 
revenues come from vacuum- 
related projects paid for by 
research laboratories around the 
world such as the Jet nuclear 
fusion research team in the UK 
and Bell Laboratories in the US. 

Pfeiffer's technical expertise 
extends to the manufactnring 
methods for its turbo-pumps. It 
makes its own equipment for cut- 
ting to tolerances of 10 micro- 
metres (one-millionth of a metre) 
the aluminium blades used in its 
pumps. “We have 12 of these 
machin es - and they do the job 
better than anything we could 
purchase from an outsider.” says 
Mr Dondorf. 

The company has also come up 
with a technique based around 
the so-called “shrink-fit” methods 
to fit the blades into specially 
shaped grooves In the pump 
shaft. Taking advantage of the 
differences in the coefficient of 
expansion between the metal in 
the blades and shall, Pfeiffer’s 
engineers heat the blades to 
about 150*0, cooling the shaft 
with liquid nitrogen to -WC to 
ensure that when the two parts 
of the assembly are fitted 
together they Join snugly without 
the need for any external mate- 
rial (such as adhesive or welding 
metal) that would upset the deli- 
cate balance of the pump once it 
is in operation. 


TIM JACKSON 

ON THE WEB 


DigiCash 
Long live 


is dead. 
DigiCash! 



Ill-founded fears about the security of payments 
across the internet have receded, leaving a 
window of opportunity wide open 


Does the world need a new way 
of settling personal payments? 
That is the question raised by the 
announcement on November 4 
that DigiCash, a pioneer of 
anonymous, secure, low-cost 
internet payment mechanisms, is 
seeking Chapter 11 bankruptcy 
protection. 

The decline of DigiCash comes 
on top of the closure of most of 
the market trials for stored-value 
electronic cards like Mondex. 
Both developments seem to 
suggest that oon.su mere do not 
actually need new ways of paying 
for things in addition to today's 
coins, banknotes, credit and debit 
cards. 

The problem with stored-value 
cards is simpler to diagnose. 
Although in theory it would be 
convenient not to have to carry 
any cash, Mond ex-type cards do 
not become truly useful until you 
can use them everywhere. 

if you still have to carry a 
pocketful of change to buy a 
newspaper or a bar of chocolate, 
or to travel by public transport or 
taxi then there is nothing to 
counterbalance the 
inconvenience of carrying 
another card - which, 
incidentally, is more troublesome 
than a credit card because 
careless customers who lose 
it are more likely to 
lose money. 

Digi Cash’s problem is more 
subtle. The company's 
technology o ff er s two important 
attractions: anonymity and 
security. Two years ago. the slow 
acceptance of electronic 
commerce led many pundits to 
believe that systems like 
DigiCash, in which both 
customer and merchant have to 
set up special hank accounts, 
were needed to persuade 
consumers to start buying 
online. 

Today that fear has receded: 
even though DigiCash and 
similar systems have felled to 
take off, consumers in the US are 
now happily doing business 
online anyway. In addition to 
traditional suppliers offering a 
web-ordering option, like DeO, at 
least six internet start-ups 
will achieve more than $100m 
in 1998 consumer sales. 


Digi Cash’s backers were right 
in believing that consumers 
would grow increasingly fearful 
of the use of their persona] data. 
But this has not created market 
demand for anonymity in 
transactions - partly because 
most spending is on mail-order 
purchases of goods, where 
you have to give your name 
and address to receive 
your box. 

Instead, it has prompted a 
flight to quality: customers are 
willing to entrust their personal 
data to strongly branded 
companies like Amazon, but not 
to just any merchant they find on 
the web. 

As for security, the fears have 
so far proven largely misplaced. 
Two years ago. newspapers and 
magazines were full of scare 
stories about the stealing of 
credit-card numbers over the 
internet. 

Today, a growing number of 
inexpert web users are getting 
the message that sending data 
over a secure connection to an 
online merchant is more reliable 
than handing a card to a waiter 
in a restaurant. 

The growing number of online 
merchants guaranteeing to cover 
any uninsured losses resulting 
from compromise of credit-card 
data makes the point more 
dearly still. 

So is DigiCash doomed to be 
sold to a company that wants to 
recycle its intellectual property 
as a secure voting system? Not 
necessarily. For there is another 
advantage to its system that has 
not yet been exercised: its ability 
to handle very small payments 
cost-effectively. 

Until recently. I used to think 
that micropayments, as they are 
called, were an answer to a 
non-question. Micropayments are 
not relevant to the selling of 
goods because the cost of 
shipping already places a floor on 
the lowest value of order that a 
mail-order company can take 
from a customer. Their target 
market was the sale of services - 
particularly information in 
digital form, downloaded from 
the internet. 

Yet dozens of companies have 
felled to make money by selling 


information in small pieces. A 
prominent case in paint is 
IdeaAlarket, which hoped to soil 
newspaper articles for prices as 
low as a couple of dollars. The 
venture didn't succeed - partly 
because consumers dislike 
paying such a high price 
for something they know 
has a very low marginal 
cost. 

Although tire jury is still out. 
because even the strongest brand 
owners are finding it hard to sell 
consumers longer-term 
subscriptions to information 
services, it seems more likely 
that pay- per- year is a better 
model than pay-per-story 
for reasons entirely 
unconnected with the transactiou 
cost Issue. 

Yet there is a role in the world 
for a son-of-DigiCash. To see 
where, you need look no further 
than eBay, the person-to-person 
auction service that went public 
a couple of months ugo and is 
now valued by the markets at 
more than SSbn. 

The average price of products 
sold in eBay's auctions is about 
$40, which participants settle by- 
sending each other cheques in 
the mull. 

With about 900.000 
simultaneous auctions taking 
place on the company’s web site, 
it is clear that eBay alone creates 
demand for a low-cost and 
reliable payments mechanism. 

This is particularly true for 
transactions across borders. 
Although cheques are convenient 
for consumers in one country, 
the fee charged by most banks 
for paying in a cheque in a 
foreign currency is usually 
at least $20 and often 
considerably more. 

The businesses best-positioned 
to serve this market need are of 
course the credit card companies. 
A simple way to solve the 
problem would be to allow people 
to use their credit cards not only 
to make payments but also to 
receive them. 

At present, the rules or credit 
card settlement systems forbid 
this. But if a new DigiCash 
manages to build a business in 
person-to-person settlement of 
small sums, it will be more 
because the credit card 
companies fell to take advantage 
of an opportunity than because of 
the intrinsic merits of a new and 
separate system. 
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TECHNOLOGY SHIPBUILDING 


t’r 



From crude to state of the art 


■« 


avid Tinsley looks at how an innovative shuttle tanker has stabilised 
pie collection of oil and made the process more environment-friendly 


How do you keep a tanker 
I steady while it is being 
I loaded with crude oil in 
sens where the waves can reach 
6m high, winds are heavy and 
currents strong? With minimum 
damage to the environment, for 
good measure, and during a life- 
span of 40 years. 

In the harsh climate to the 
west of Shetland, you need a ship 
like the Korean-built Loch 
Rannoch. a 130.000 dwt shuttle 
tanker which recently arrived in 
Scottish waters. Shipbuilding 
experts say it provides a new 
benchmark in specialised tanker 
design and construction. 

Believed to have cost about 
$S5m <£5im). the vessel, purpose- 
built by Daewoo Heavy Indus- 
tries. combines robustness, state- 
of-the-art control and positioning 
technology, and the principle of 
full engineering and propulsion 
system redundancy. This means 
that everything important to its 
xl-noulh running is duplicated - 
Tniere are two main engines, twin 
propellers, twin rudders, and a 


failsafe dynamic positioning sys- 
tem to keep the vessel on the 
right spot. 

The principle is being 
embraced increasingly in the off- 
shore tanker sector, where it has 
been taken a stage farther by 
Loch Rannoch. But it has been 
largely ignored by the general 
tanker shipping sector - with 
some notable exceptions in Scan- 
dinavia and the US - because it 
adds to the cost 

The Loch Rannoch has been 
brought into service under 
long-term charter, or hire, to BP 
from A. P. Moller, the Danish 
group which owns it and 
financed the shipbuilding project. 
Its role is to transport crude from 
the gphfehaTiitm field to the Shet- 
land terminal at Sullom Voe, 
working continuously whatever 
the weather and sea conditions. 
On oarh voyage it will collect op 
to 850,000 barrels of oil processed 
by a vast floating production, 
storage and offloading (FPSO) 
xmit which is stationed perma- 
nently on the field. 


The latest analytical tech- 
niques and risk assessment meth- 
ods have been used to create a 
design that meets its tough oper- 
ating criteria. Nothing has been 
left to chance - unusually, the 
machinery area has been subdi- 
vided by watertight bulkheads 


tion platform or vessel. 

Locdi Rannoch 's dynamic posi- 
tioning system (DPS) controls the 
main propellers, enormously 
powerful bow and stem thrusters 
and twin rudders, and interfaces 
with the propulsion engines, elec- 
tric power plant and mooring 
hawser tension as well as the 
various position reference 
systems a nd environmental sen- 


The latest analytical techniques have been 
used to create a design that meets tough 
operating criteria. Nothing is left to chance 


into three spaces, one for each 
main engine and one for all fuel 
processing equipment. This 
improves the ship's ability to 
keep going in the event of any 
one compartment flooding or 
cat chin g fire. 

- It is critical for shuttle tankers 
to have a high degree of manoeu- 
vrability, slow-speed control, and 
the ability to hold precise 
position and attitude while trans- 
ferring crude oil from the produc- 


sors. The system has been config- 
ured in such a way that a fault in 
any active component should not 
result in a loss of position, which 
could otherwise have serious con- 
sequences. from a break in 
offloading to collision with tbe 
production vessel. 

Tbe duplication of equipment 
and the separation of key plant 
helps to reduce the environmen- 
tal risk in operating the vessel 
The Schiehallion and tbe adja- 


cent Loyal field lie about 100 
miles west of Shetland, a region 
of particular ecological sensitiv- 
ity because of features such as 
the local mackerel industry, the 
presence of whales and dolphins 
and the large number of seabirds 
from May to July. 

In addition, strong winds and 
currents could bring spilled oil 
ashore on Shetland within 43 
hours. 

The operation of shuttle tank- 
ers is a sensitive enviro nm e nt al 
issue because of the formation 
and release of atmospheric 
pollutants known as volatile 
organic compounds (VOCs) dur- 
ing cargo loading, when crude oil 
surges into the tank. Emissions 
over a shuttle tanker’s working 
life can be relatively large, com- 
pared with those from long-haul 
conventional tankers, due to the 
frequency of loading. 

On the Loch Rannoch, the 
tanks have been designed to min- 
imis e the formation and release 
of VOCs. and an Innovative 
recovery system has been 
adopted so that vapour is blown 
back through a hose to tbe pro- 
duction vessel 



New wave; ener y t hi nfl Important to the tanker's smooth running is duplicated 
and w a tert igh t bulkheads subdivide the machinery area 
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The FT Business of Travel Survey. Published Thursday November 19. 

• I h oadsheet survey focuses on the busy schedule of the business traveller from the pros and cons of cheap travel to the latest developments 
This special oro ^ There will also be a regional guide to Western Europe, a look at travel in the future and interviews with seasoned travellers who 
in air tr ^j r k US j ne ss travel tips and experiences. So to avoid future business trip ups, see the FT Business ot Travel Survey, published next Thursday. 

FINANCIAL TIMES 


No FT, no comment. 



ida 


■RY 


at* o 

IMS 

*w. 


9»*Y 


ares 

paid 

*b> 

»en 



*mr m 



You can’t always see what you need - at least not at first glanc% 

• ■ . : > . • . . 2*^ 

That’s why a fresh perspective can reveal completely new diinehj 
sions. And the old way of doing things may not necessarily be the 

' '5 

best . If you want your bank to look beyond the obvious in planning 
your future, try talking to us. Because in everything we do, we try 
not to be just any bank, but the right bank for you. UBS 


UBS AG: Private Banking: a|eU33 Institutional Asset Management: a|aUBS Brinson Investment Banking: s|b Warburg.Dilloil Read Private Equity: 
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HUDDERSFIQJ9 

Sffnon Hott’s first. opera, 77» 


5? ntre P < «» : of the Huddersfield 
Pontetnpttuy Music FastlvaL 
Based on Lorca's Vie Lam of „ 

°°n Peftimp&n fcr Beflsj tn the 

Gotchn. the opera req^iveB its 


an Opera North production at 
the Lawrence Batiey Theatre. 

phiuvd^hia^: 


LU 

Q_ 
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Qgar*s Sketches far a Tt*tf . 
"Symphony recaiyds; its US ; ; _ . 
premiere dtttwAcacfeimy of ' ■ 
Mustem Friday, with repeat 
performances oh Saturday and 
: next Tuesday. The Phfladdphja ; 

Orchestra iscohcfajcted by 

Andrew Davte. who aJeo-dfrected 
. the worid premiere m London In ■' 
February. 


ADHJUDE ; • t 

Tbreecydesbf Wagner's fifrig : . _ 

lare Wng pertorn^cTat the V 
Festival Theatre, starting on 
Wednesday;The production, 
conducted By JdfoyiTelie and ■ ; ■ 
staged. t^.Haire.Strosser. is - 
from vie CftMeteUn Paw. This & 
thefirst fifing in Austria sfriee 
,1911- . ; 

AMSTERDAM 

Depenefirtg on which way you 
look at ft; ^ .Peaoe of Monster 7 
in '1648 was. either a great - . 
moment forDutcb independence 
or the death knefl of the Spanish 
empire. Jfatand has been 
celebrating the 350th a n n i vers ar y 
pf,tMs ; event afl year, looking at ^ 
the period from a Dutch . 
perspective: hfowcomes an 
axharifipnat De Nteuwe Kork - | 

which explores the. Spanish point 


of vtew r contrasting the . 
sumptuous court admreof the 
Golden Age with the 'de&ne of 
. empire. Most of the 300 
treasures on show come from 

the Prado, including works by B 
Greco, Velazquez and ZurtarSn. 
ft opens on Friday .and runs tin 
next March. ... 

BARCELONA 

The fundacld Joan Mira is 
narking the' centenary of the 
birth of Rend Magritte with the 
ftstsoto exhibition In Spain 
devoted to the Stirreaflst painter. 
Opening on Friday , ; it‘ contains 75 
works,.gnouped accortflng to live 
' recurrent themes In Magritte's 
oeuvre. 

LONDON 

A big week for musical 
entertainment starts at The 



Don mar Warehouse, which has 
become London's barfing home 


tor Stephen Sondheim's 
musicals new or old during the 


1990s. Tonight it presents the 
opening of John Crowley's new 


I production of h is psychodrama 
about children’s stories, Art o the 
I Woods, last wen in the West 
1 End ten years ago . At SacBer's 
Weds, tonight and tomorrow, 
Erich von Stroheim's “silent* 
1927 movie The Mfeddfog March 
(left) is shown with a new Carl 
□avis score, played live. Fay 
Wray, its female star, wiS attend. 

Over the next four months, the 
French Canadian pianist Louis 
Lortle win perform all 
Beethoven's piano sonatas at 
the Wigmore Hall. The first of 
seven concerts is on Friday. 
Ewan McGregor returns to the 
London stage in his unde Denis 
Lawson's new production of 
□avid Hall (well's play Littte 
Malcolm and his Struggle against 
the Eunuchs on Wednesday at 
the Hampstead Theatre. 


* i i 
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“ Bienvenu cm spectacle de 
Stoemp". It is a Saturday 
sjfternoon in Brussels. There 
-jU comical touch of Inspec- 
tor Clouseau in the pronun- 
ciation of the final word, but 
not hing to deter the several 
thousand people who are 
ready to see - and bear - 
this remarkable British phe- 
nomenon. 

Stomp has come a long 
way since Edinburgh 1991, 
where 1 was one of an audi- 
ence of six who attended the 
late-night performance in 
the Assembly Rooms. Since 
then. Stomp haa hprrnmp- one 
of the British success stories 
of the 1990s. Today, there are 
multiple Stomps: the com- 
pany performing Stomp in 
Brussels, as part of a Euro- 
pean tour, is one of four or 
five. One Stomp has been 
running in New York since 
-gjbruary 1994; other Stomps 
-.a* touring the world. There 
are about 100 Stomp per- 
formers worldwide. 

So what is Stomp? Stomp 
is rhythm rendered spectacu- 
lar, It is percussion as move- 
ment; it is simple material 
turned into complex experi- 
ence; it is art made out of 
the everyday. Stomp has no 
glamour. The guys (some- 
times the team includes a 
girl or two) are dressed in 
basic urban kit They might 
be streetwise urchins: the 
Artful Dodgers of our day. 
Brooms, dustbins/ Zippo 
Lighters, kitchen sinks... 
with these, the eight (same- 
times more) performers of a 
Stomp show make sounds, 
and then turn the sounds 
into metre, and then btrild 
C.ejlerns and crescendos, 
until your mind overflows 
with rhythm. 

When they are not per- 
forming. ' the makers of 
Stomp live in Brighton, on 
the South Coast. I asked the 
company's two directors, 
Luke Cresswell, who is also 
the central performer, and 
Steve Me Nicholas, about the 
other original members of 
Stomp. "They’re all still 
involved, n says Cresswell, 
“Nick Dwyer I’ve known 
since I was 14, Fi [Fiona 
Wilkes] a little later.” 
McNicholas: "They only 
leave in wooden boxes.” 

The name “Stomp” evokes 
the old. jazz era of such 
jftsongs as “Stomping at the 
^’Savoy”. Cresswell explains 
the link: "I love Busby 
Berkeley musicals: the 
energy, .the people, the use 
Of the camera. And the 
Nicholas Brothers, especially 
in Stormy Weather . Fred 
Astaire, of course.” Interest- 
ingly, the Astaire solos he 
discusses are from two of the 
most rarely seen Aims. 
“There's on amazing solo he 
dots with a drum set” - in 
the 1938 Dim A Damsel tn 
Distress - “that’s very inspir- 
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Dustbins, kitchen sinks - this is percussion as movement, where simple material Is turned into a complex experience 

Just mad about the rhythm 

What is ‘Stomp* and why has it become such a phenomenal success? Alastair Macaulay talks to its founders 


ing. And another he does by 
the bar to ‘One for my 
Baby*’" - in the 1943 fllin 
The Sky's the Limit - “has a 
kind-. of. bitterness and 
aggression he only devel- 
oped during the 1940s." 

Stomp, however, is not a 
dance show. “None of us had 
dance training', no, one did. 
And I don't go to see much 
dance. Stomp is essentially 
music. The stage is a drum. 
The UK has been leading the 
way in rhythm, again and 
again." 

Yet the two productions 
that inspired Cresswell and 
McNicholas to create Stomp 
were fixjpx abroad: the Kodo 
drummers from Japan and 
the Barundu drummers from 
Africa. They showed them 
the possibilities for making 
rhythm spectacular. “We’re 
not experts in other rhyth- 
mic traditions. Urn not inter- 
ested in giving workshops in 
African or Spanish rhythm - 
but I just say ‘Go and see a 
samba band!’” says Cres- 
swell. They are simply tap- 
ping into the way people 
behave: “I guarantee in 
every country kids are doing 
material like ours with Coke 


bottles around the corner.” 
. Wherever Stomp performs, 
people see a connection to 
local traditions of rhythm. 
“When we performed in 
Spain, they said, *We can see 
what you’ve taken from fla- 
menco!' Well, we like fla- 
menco. too, but that didn’t 
inspire us.” 

Now that there are mold- 


And then for a sense of iden- 
tity - even if they don't 
know they've got it. Each 
new mob of performers has 
to be a mix of different ener- 
gies. We begin by testing 
them for a latent sense of 
rhythm. We’ve only twice 
ever been wrong in whom 
we’ve chosen.” 

But running multiple 


There are three major pro- 
jects: a film, in which all 100 
Stomp performers will be 
involved (“Speaking words 
will be a good challenge for 
us"); a stage musical ("There 
are almost' no contemporary 
musicals - even on the rare 
occasions that musicals 
today are modern-dress, 
they're singing in outdated 


'We're not experts in other rhythmic traditions . . . but I 
guarantee in every country kids are doing material like 
ours with Coke bottles around the comer 1 


pie Stomps, how do they 
audition performers? “There 
are no criteria,” Cresswell 
replies. “Agents keep send- 
ing us the wrong types. But 
a bouncer can try to have a 
go. We like an unusual mix 
of people. One New Yorker 
who auditioned was really 
little, and fantastic: 
another was a big over- 
wrought black, and be was 
great, too." 

There must be criteria. I 
suggest “Well, all right yes. 
We’re looking, above all, for 
rhythm. Then for humour. 


Stomps, and keeping all the 
shows fresh, takes a lot of 
work. McNicholas says: 
“You have to keep the spon- 
taneity going. So we change 
the companies. The New 
York show is in its fifth year 
now, and some of the cast 
have been in it for four 
years. But the show needs a 
sense of competition 
onstage; a few touches or 
one-upmanship.” Cresswell 
adds: “We send in one or 
other or the originals at 
intervals. We make surprise 
visits and go in incognito.” 


music. Why doesn't Lloyd 
Webber just come clean and 
write an opera?"); and then a 
film without words. The 
Stomp performers have also 
worked frequently on TV - 
most notably, the Oscar cer- 
emonies of 1994 - and have 
recently made a 50-minute 
video. Stomp Out Laud. 

London has seen only two 
short - although sensational 
- Stomp seasons: at Sadler’s 
Wells in 1993 and the Royal 
Festival Hall in 1995. Now 
the company is preparing its 
first season at the Roun- 


dhouse. “There’ll be several 
new features - we keep 
adding. In the Stomp~Out 
Loud video, there's a whole 
scene set in water that's 
new. Leave me alone for a 
month, and I'd come up 
with a whole lot more 
ideas. But Tm lucky these 
days if I get half an hour. 
Ideas need time to grow in 
your head," McNicholas 
adds: “We strive to do some- 
thing that hasn’t been seen 
before." 

There is a touch of patrio- 
tism in the way Cresswell 
and McNicholas speak of 
British rhythm. At the 
low-key end of the Stomp 
Out Loud video, Cresswell is 
seen descending in an eleva- 
tor with an old man: 
Cresswell, possessed by 
rhythm, is still kicking and 
slapping the floor. Finally, 
the old man. a po-faced 
American, after looking 
askance, says: “A limey with 
rhythm! If pigs could 
fly . . . I’ve seen it all." 


THEATRE THE BELFAST FESTIVAL 

Blurred focus on 
tarnished images 


At the Roundhouse, London 
NW1. The video 'Stomp Out 
Loud’ is released by VC1, 
£1499. 


This year's Belfast Festival 
begins with two plays offer- 
ing differing perspectives 
on icons and images: at 
the Lyric Theatre, David 
Pownall's Getting The 
Picture blends 19th-century 
Irish liberationism with 
photography, while St 
Anne's Cathedral hosts a 
production of Murder lit 
The Cathedral which 
replaces the liturgical heart 
of T. S. Eliot's work with an 
arsenal of spasmodically 
malfunctioning technical 
gewgaws. 

Pownall's play (produced 
in association witb the 
Atlantic Bridges cultural 
organisation) jumps off from 
the historical point in 1845, 
when, shortly before his 
death, the former American 
president, Andrew Jackson, 
sat for the pioneering pho- 
tographer. Matthew Brady. 
With this, the playwright 
interweaves a visit from a 
young Ulster woman, intent 
on persuading Jackson to 
throw his public support 
behind Daniel O’Connell's 
Repeal movement; and Jack- 
son's negro housekeeper, 
who constantly petitions 
him to free from slavery his 
own children by her. 

Will Hargreaves* design 
makes the play's motifs 
visually explicit, ranging 
blank picture frames 
against opaque windows, 
and dominating the upstage 
area with a huge frame 
within which are projected 
various photographic 
images, and through which 
young Sorcha Kxnlock (Jas- 
min Russell) enters. 

Jackson, the hero of the 
Anglo-American war of 80 
years earlier, is an icon: his 
support for the O’Connel- 
lites would put pressure on 
the British, his daguerreo- 
typed image in Brady's New 
York window brings in 
extra custom - but how can 
the image of such a libera- 
tor be reconciled with Jack- 
son's continuing and 
unyielding status as a Ten- 
nessee slave-owner? 

Eoin O’ Callaghan's pro- 
duction does not falter at 
Pownall's sporadic over- 
writing, either of lines or 
plot. Chris Crooks rumbles 
nicely as the elder states- 
man. and if Mic&ai McBrian 
is a little monochrome as 
Brady (playing the accent 
more than the lines), Russell 
moves coufidently beyond 
ber early principal-boyish- 
ness as Sorcha. 


Although its construction 
was completed relatively 
recently. St Anne’s Cathe- 
dral is not architecturally 
modern; its majestic stone 
cavern is a setting in keep- 
ing witb the high- Anglican 
stateliness or Murder In The 
Cathedra l - Eliot had. after 
all. written his dramatisa- 
tion of the martyrdom of 
Thomas Becket for perfor- 
mance in Canterbury Cathe- 
dral. 

All things considered, 
then, it may not have been 
advisable for director Mich- 
ael Poynor to stand bis prin- 
cipal actors on mobile tubu- 
lar-steel pulpits to be 
wheeled around by cowled, 
white-masked supernumer- 
aries. Not. having made that 
decision, to be unable to 
afford or accommodate 
enough of these monstrosi- 
ties, so that some of the 
actors have to be left 
out of climactic confronta- 
tion scenes: nor to affix 
thereto badly-focused lights, 
which inconsistently Illumi- 
nate either the actors’ 
faces or the cathedral's 
vaulting. 

The similarly malfunc- 
tioning radio microphones - 
which caused one performer 
to corpse on Wednesday 
night - were the icing on 
the mechanical cake. And I 
haven’t even mentioned the 
acting. 

Poyhor might "be trying 'to 
make the point that this 
story of Becket is removed 
from modern religious expe- 
rience, or that those who 
propel the action are not the 
antagonists we see immedi- 
ately before us. Alterna- 
tively, he may have believed 
that this ridiculous gim- 
mickry would be impressive 
in itself. Whichever inter- 
pretation may be true, he is 
sorely mistaken. 

Ulster Theatre Company 
seems to contain elements of 
training, youth, amateur- 
dramatic and semi-profes- 
sional work; however, nei- 
ther play nor Festival pro- 
gramme mentions this. 
Consequently, this produc- 
tion must be judged entirely 
by the standards of an inter- 
national arts festival; by 
those standards, it is woe- 
fully inadequate. 

Ian Shutdeworth 

The Belfast Festival contin- 
ues until November 29 
(01232-665577). 
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AMSTERDAM 

OPERA 

Netherlands Opera, Het 

Muziektheater 

Tel: 31 '20-551 8971 

The Bake's Progress: by . 
Stravinsky. Conducted by 
Reinbert de Leeuw In a staging 
by peter Sellars. Cast includes 

Donald McIntyre, 

and Willard W hite; Nov 18. 20. 

BERLIN 

DANCE 

Deutsche OP®f 
Tel: 49 - 30 - 34384-01 
Cinderella: new staging oy 
BQberto de Oliveira. The title role 

and the conductor is Peter Ernst 
Lassen; Nov 17 

CHICAGO 

CONCERTS 

Orchestra 

TpI- 1-312-294- 300 ? 

w *nv.c fvcagosytr^hony.°ig 

; 

B£^C^» inW<ykSby - 


Ravel and Rachmaninov. With 
piano soloist Ivan Moravec; 

Nov 17 

• Chicago Symphony 
Orchestra: conducted by 
Riccardo Chailiy in woks by 
Mahler and Mendelssohn. With 
mezzo-soprano Petra Lang and 
baritone Simon Keeniyside; 

Nov 19. 20,21,22 

OPERA 

Lyric Opera of Chicago 

Tet 1-312-332 2244 
vww.fyrtoopem.org 
Ariadne auf Naxos: by R. 

Strauss. New production by John 
Cox, conducted by Robert 
Spano. Cast includes Deborah 
Voigt and Susan Graham; 

Nov 17,21 

EDINBURGH 

OPERA 

Edinburgh Festival Theatre 
Tet 44-131-529 6000 
m Scottish Opera: Tristan und 
Isolde, by Wagner, in a 
■ procfciction by Yannis Kokkos, 
directed here by Peter Watson 
and conducted by Richard 
. Armstrong. Cast includes Jeffrey 
Lawton and Eva-Maria 
Bundschuh; Nov 17, 21 

• The Magic Flute: by Mozart 
Scottish Opera production by 
Matin Duncan, conducted by 

Richard f^mes; Nov 18, 20 

■ ' 

HELSINKI 

DANCE 

Finnish National Ballet . 

. Tel: 353-9^-403 021 
Giselle; staging tv Sylvie 
Guillem. With sets and costumes 


by Ramon B Jvars. Conducted by 
David Garfoth; Nov 19, 20 

HUDDERSFIELD 

CONCERTS 

Huddersfield Contemporary 

Music Festival 

Tel: 44-1484-430 528 

• London Sinfonietta: 
conducted by Elgar Howarth In 
works by Simon Holt, Luis de 
Pablo and Hliott Carter. With 
piano soloist Rolf Hind and 
clarinet soloist Mich sol Coffins; St 
Paul's Hall: Nov 20 

# University of Huddersfield 
Symphony Orchestra: and 
Symphonic Wind Orchestra 
conducted by Barrie Webb and 
Phillip McCann In works by TuOr, 
Torke, Cutler and Meij. With 
saxophone soloist James 
Reldhouse: St Paul's Hall; 

Nov IB 

OPERA 

Huddersfield Contemporary 
Music Festival 
Td: 44-1484-430 528 
Opera North: The Nightingale's to 
Blame. World premiere of a new 
opera by; Simon Holt, based on a 
play by Lorca, translated by 
David Johnston. The conductor 
is Nicholas Kok and the staging 
is by Martin Duncan; . Lawrence 
Batiey Theatre; Nov 19, 21, 22 

LONDON 

EXHIBITION 

Royal Academy of Arts 

Tet 44-171-300 6000 

The Au Bak Ling Collection: 100 

Masterpieces of Imperial Chinese 

Ceramics, 12th to iSth centuries. 


Includes works from the Song, 
Yuan, Ming and Qlng dynasties, 
which together provide a 
remarkable overview of the finest 
Chinese porcelains ever made; 
from Ndv 17 to Dec 20 

OPERA 

English National Opera, 

London Coliseum 
Tel: 44-171-632 8300 
Boris Godunov: by Mussorgsky. 
Conducted by Paul Daniel in a 
new staging by Francesca 
Zambello, with sets by Hlldegard 
Bechtler. John Tomlinson sings 
the title role: Nov 18, 20 

MANCHESTER 
CONCERTS 
Bridgewater Hall 

Tel: 44-161-907 9000 

• Alfred Brendel: recital by the 
pianist of works by Schubert and 
Mozart; Nov 17 

• Vienna Boys Choir 500th 
anniversary concert, featuring 
works by Mozart, Schubert, 
Mendelssohn and Brahms; 

Nov 20 

MARTIGNY 

EXHIBITION 

Fondation Pierre Gianadda 

www.giengdda.ch/index.hM 
Paul Gauguin retrospective: 
organised to mark the gallery’s 
2Ctth anniversary. More than 100 
works have been borrowed from 
public and private collections 
around the world; to Nov 22 

MUNICH 

CONCERTS 


Pftiffiarmonie Gasteig 
Tel: 49-89-5481 8131 

• Munich Philharmonic 
Orchestra: conducted by Zubin 
Mehta in works by Liszt, 
Beethoven and Berlioz. With 
piano soloist Radu Lupu; Nov 21 

• Orchestra National de France: 
conducted by Charles Dutoit in 
works by Falla, Ravel and 
Dvor&k. With piano soloist 
Jean-Franpols Heissen Nov 16 

OPERA 

Bayerische Staatsoper 
Tel: 49-89-2185 1920 
www.staatstheater.bayem.de 
Der Freischutz: by Weber. 
Conducted by Zubin Mehta in a 
new production by Thomas 
Langhoff, with designs by Jurgen 
Rose. Cast includes Petra-Maria 
Schnftzer and Peter Seiffert; 

Nov 19 

NEW YORK 

CONCERTS 

Avery Fisher Hall, Lincoln 
Center 

Teh 1-212-875 5030 
www.lincolncenter.oig 

• New York Philharmonic: 
conducted by Christian 
Thielemann in R. Strauss's Alpine 
Symphony; Nov 18 

• New York Philharmonic: 
conducted by Christian 
Thielemann in works by W. 
Schuman and FL Strauss. With 
cello soloist Carter Brey: 

Nov 19, 20, 21 

OPERA 

Metropolitan Opera, Lincoln 

Center 

Tel: 1-212-362 6000 


www.metopera.org 
Tosca: by Puccini. Nello Santi 
conducts and the cast includes 
Maria Guleghina and Richard 
Leech: Nov 16. 20 

SAN FRANCISCO 

CONCERTS 
Davies Symphony Hall 
Tel: 1-415-864 6000 
www.sfsymphony.org 
San Francisco Symphony 
Orchestra: conducted by Herbert 
Blomstedt in works by Britten, 
Beethoven and Hindemith. Wrth 
violin soloist Frank Peter 
Zknmermann; Nov 18, 19. 20, 21 

OPERA 

San Francisco Opera, War 
Memorial Opera House 

Tel: 1-415-864 3330 
wwwofopera.com 
Peter Grimes: by Britten. 
Conducted by Donald Runnides 
in a staging by John Copley, with 
sets by Carl Toms. The title role 
is sung by Thomas Moser 
Nov 17, 22 

TOKYO 

CONCERT 
Suntoiy KaH 

Tel: 81-3-3584 9999 
Orchestra de Paris: conducted 
by Georges PrStre in works by 
Bizet and Berlioz; 

Nov 16 

EXHIBITION 

Metropolitan Museum of 
Photography 

Tel: 81-3-3280 0031 
Love’s Body: Rethinking Naked 
and Nude in Photography. 


Includes works by Alfred 
Stieglltz, Robert Mapplethorpe 
and Catherine Opie; to Jan 17 

WASHINGTON 

OPERA 

Washington Opera, Kennedy 
Center 

Tel: T- 202-295 2400 
www. dc-opera. org 
Fedora: by Giordano. Conducted 
by Roberto Abb ado In a 
production by Lamberto Puggefli, 
directed here by David Edwards. 
The cast is led by Mirella Freni 
and Ptacido Domingo; Nov 17, 
Nov 20 

■ TV AND RADIO 

• WORLD SERVICE 

BBC World Service radio for 
Europe can be received In 
western Europe on medium wave 
648 kHZ (463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday, GMT: 

06-30: Moneyline with Lou Dobbs 
13J30: Business Asia 
19.30: World Business Today 
22.00: World Business Today - 
Update r 


05:07; 06:07; 07:07; 0820- 0£2n- 
«=« 11 m 20; 11:32; 1220; 13^ 

At 08:20 Tanya Beckett of FTTV 
reports live from UFFE as the 
London market opens. 
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PERSONAL VIEW DOMINIQUE MOISI 


Mutual surrender 

Britain should take more practical steps to link its fate with the rest of Europe; just as 
France should now reconsider its studious distance from Nato 


W e shall never 
surrender. 
Winston Chur- 
chill's wards 
resounded once more in 
Paris as his statue was 
unveiled last week by Queen 
Elizabeth and President Jac- 
ques Chirac or France. The 
rhetoric is Familiar, even 
comforting, but behind the 
protocol and fine words the 
ambivalent feelings France 
and Britain hold for each 
other have not changed 
much in 50 years. 

It was Churchill who also 
said that, given a choice 
between Europe and Le 
Grand Large (the Atlantic), 
be would choose the latter. 
But Churchill the realist 
would not have been sur- 
prised by the new direction 
of British foreign policy: des- 
tination Europe. Britain sim- 
ply has no choice. 

Whereas previous British 
governments cultivated a 
special relationship with 
Washington to increase their 
influence while maintaining 
a separate British identity - 
not unlike France's strategy 
in Europe - today, the Brit- 
ish have today started to see 
their distance from Europe 
as a useless and costly self- 
isolation mechanism - 
again, not unlike the way 
the French have come to 
view their qualified member- 
ship of the North Atlantic 
Treaty Organisation. 

The British can afford to 
stay out of Europe even less 
than the French can afford 
to stay out of Nato. It is in 
their strategic interest to be 
part of the euro and to be 
present at the re-creation 
and deepening of the Euro- 
pean Union. 

Of course, Tony Blair, the 
British prime minister, must 
consider the sensitivities of a 
public which has still to be 
prepared for such a revolu- 
tionary' change of identity. 

The French, for their part, 
are aware of the strategic 
evolution of Britain towards 
Europe even if they do not 
acknowledge one of its indi- 
rect consequences for them: 
that the more European 
Britain becomes, the closer 
France will have to move 
towards Nato. 



Britain's Queen Elizabeth 0 and Ranch President Jacques Chirac 


Yet the French are also 
quick to underline the gap 
between British words and 
deeds. So far, Mr Blair’s con- 
tribution to the European 
Union has been more about 
style than content. What he 
has brought to the EU is. 
above all. a change in men- 
tal attitude. Mr Blair may be 
the only European states- 


hardly surprising that the 
French still perceive British 
companies as fierce, cynical 
rivals ready to exploit every 
French weakness in the 
global marketplace. 

Many in France suspect 
British defence Industrialists 
of shedding crocodile tears 
over the time the French 
government has wasted in 


Europeans have been disillusioned so 
often in the past that it would be 
imprudent to celebrate these positive 
transformations too soon 


man in power today to ask 
his colleagues to imagine 
what Europe should look 
like in 20 years' time, even if 
he has yet to deliver his own 
views and proposals. 

The absence of concrete 
actions by Mr Blair's govern- 
ment is evident in its 
defence policy. Robin Cook, 
British foreign minister, may 
wish to introduce greater 
morality into Britain's rela- 
tions with the world: he may 
even want a code of 
conduct for British 
weapons manufacturers and 
arms exporters, but very 
little seems to have been 
done to achieve this. So it is 


getting its defence industry 
ready - that is, privatised - 
to face the challenge of glo- 
balisation. British and Ger- 
man defence industrialists 
have found redeeming val- 
ues in French tardiness. 

Yet these legitimate but 
petty quarrels and recrimi- 
nations should not hide an 
essential fact: Europe is 
changing, and Britain's evo- 
lution constitutes a decisive 
element of this structural 
transformation. 

As Britain moves slowly 
but irresistibly towards 
Europe, Germany is adopt- 
ing a more “normal” stance 
towards the notion of power 


KINGDOM OF MOROCCO 

Prime Minister 

National Telecommunications 
Regulatory Agency 
(ANRT) 

Invitation to express interest in 
the issue of a licence for the second 
GSM operator in the Kingdom of Morocco 


As part of the programme of liberalisation of the 
telecommunications sector, governed by Law no. 24/96, relating 
to Post and Telecommunications, the Government of the 
Kingdom of Morocco will issue an invitation to tender for the 
second GSM licence. 

To this end, ANRT invites operators and other interested 
parties to express their interest in the second GSM licence, by 
responding to a questionnaire. Answers to this questionnaire will 
be considered in the final drafting of the terms of the second 
GSM licence. 

The questionnaire can be obtained from: 

The Director General 
ANRT 

2 Rue A1 Khalil 
Rabat, Morocco 
Telephone: +212 7 68 69 87 
Fax: +212 7 68 60 22 

on and from 16 November 1998, from 8h30 to 12h00, and 
from 14h30 to 18h30 GMT. The questionnaire can also be 
downloaded from the following web site: www.anztjiet.ziia 

It must be returned, duly completed, to the Director General 
at the same address, at the latest by 4 December at 18h00, 
without exception. 

For all further information, please contact ANRT: 

Telephone: +212 7 68 69 87 
Fax: +212 7 68 60 22 

E-mail: infogsm@anrt.net.ma 


LETTERS TO THE EDITOR 
Government cannot take comfort from McKinsey 


and national interest. 
Slowly, too, Germany Is 
accepting the fact that 
power may mean military 
might and that the German 
army, for example, like 
its British and French 
counterparts, may have to 
adopt an interventionist 
stance. 

The French are also 
changing. They are adopting 
a different diplomatic stance 
towards the US and Nato. 

A more European Britain, 
a more nationalist Germany, 
a slightly more Atlanticist 
France - these are the ingre- 
dients for a more significant 
European presence in the 
world. Increasingly the three 
countries have more in com- 
mon, a nil not only because 
they all have centre-left gov- 
ernments. 

Europeans have been disil- 
lusioned so often in the past 
that it would be imprudent 
to celebrate these transfor- 
mations too soon. But the 
parameters of Europe are 
slowly changing, as If the 
federative shock of the euro 
were already manifesting 
itself even before Europe's 
single currency is launched. 

These fundamental 
changes have not yet begun 
to influence the way Euro- 
pean governments “sell’' 
Europe to their home audi- 
ences. Governments are still 
promoting an essentially 
defensive message: Europe 
today is protecting its citi- 
zens from the contagion 
effects of global financial 
chaos, just as it has success- 
fully protected its citizens 
from possible threats in th e 
past such as wars between 
France and Germany .en- 
sured decades of peaceful co- 
existence among former 
world war foes. 

This is a rather negative 
message, which is not in 
tune with the ambitions and 
world responsibilities of a 
reborn and enlarged EU that 
should be legitimately proud 
of its present and past per- 
formance. 

But for a continent that 
has experienced many 
self-inflicted tragedies in this 
century, this may he the 
only realistic message, at 
least for now. 


From Mr John Redwood MP. 

Sir, Samuel Brittan (“A 
lopsided debate”. November 
12) gives a guarded welcome 
to the recently published 
report by McKinsey, the 
management consultants, 
painting a depressing picture 
of UK productivity. But the 
government, which likes the 
report, cannot take comfort 
from his words. 

The message of the report 
is that the UK is way behind 
its main competitors in 
terms of output per head and 
productivity. But does the 
government understand the 
figures on which this view is 
based? 

In making cross-country 
comparisons, McKinsey has 
converted its figures at 
lower exchange rates than 
recent market ones. No won- 
der Britain comes out badly. 
If McKinsey had used mar- 
ket rates and compared the 
UK with the whole of 
Germany (not just western 
Germany), there would not 
have been such an unfavour- 
able gap. 


If a valid comparison of 
output per head across fron- 
tiers Is to be made, the 
figures must at least be con- 
verted to a realistic currency 
base a™) compare complete 
countries. 

Ministers should study the 
McKinsey Report more care- 
fully. Even if its findings are 
accepted, the report does not 
offer much comfort for the 
government. 

It concludes that the main 
reason for Britain's per- 
ceived Low productivity Ties 
in the effect of regulations 
governing product markets 
and land use on competitive 
behaviour, investment and 
pricing". 

Given the way ministers 
have praised the report, we 
must ask accordingly when 
the government is going to 
sort out the very regulations 
which McKinsey Names for 
the problem. 

The government cannot 
shelter behind the idea that 
managements are responsi- 
ble for land use restrictions. 
Many managements would 


like more planning permis- 
sion for new premises, but 
government at local ana 
national level blocks them. 
Is this government prepared 
to antagonise many in the 
electorate by granting more 
of the planning permission 
business wants? How would 
this square with their policy 
of restricting development, 
protecting green areas, and 
favouring town centres 
against out-of-town develop- 
ments? 

Nor can government 
blame managements for 
“product .market" restric- 
tions. Some of these have 
been created by UK govern- 
ments. and some come from 
Brussels. This government 
prides itself on having influ- 
ence in Brussels. But when 
win its fine words translate 

into policy? 

As McKinsey argues, the 
UK milk industry is ham- 
pered because formers are 
not allowed to produce 
enough raw milk in Britain 
for domestic needs, the 
motor industry is protected 


with higher prices, and regu- 
latory' decisions in telecom- 
munications have kept caj>~; 
charges much higher than is.*' 
the US. . 

b the government going to 
tackle all these problems? 

I doubt that the govern- 
ment will want to make the 
changes to land use plan- 
ning and telecoms regulation 

that the McKinsey report 
recommends. I do not. sup- 
pose they can persuade our 
partners In Europe to abol- 
ish milk quotas or other 
restrictions on the UK’s 
trade with its continental 
European partners. 

Some UK companies are 
world leaders. Others could 
do better. There is no case to 

denigrate industry as f - 

whole, especially after tt.-r’ 

profound transformation 
under conservative policies 
in the 1980s. 

John Redwood, 
shadow secretary of state 
for trade and industry. 

House of Commons, 

London SW1A 0AA 


Stick with common sense till the oil and water mix 


From Mr Michael Pearce. 

Sir, It seems quite extraor- 
dinary that your leader of 
November 3, “The euro 
two-step”, should be exhort- 
ing the government to 
declare itself fully commit- 
ted to taking Britain into the 
single currency and give up 
the hard-won “wait and see" 
option; two days later, with 
The European blame game" 


(November 5), it gives ns five 
extremely good reasons for 
doubting the political and 
finnwrfHl coherence of those 
responsible, and therefore 
the argument for jo ining . 

We can (Indeed should) all 
applaud the concept of a sin- 
gle currency in ideal condi- 
tions, but those conditions 
can come about only after 
the appropriate economic. 


fiscal, industrial and social 
policies have been identified 
and enacted. We are a very 
long way from this Utopia, 
Surely even the FT. a long- 
time supporter of the single 
European currency ideal, 
must agree that until we can 
see clearly that the oO and 
water of European econom- 
ics and politics can be made 
to cohere, our government 


must stick with common 
sense and leave such a deci- 
sion until we have seen the 
euro work over a full eco- 
nomic cycle. 

Michael Pearce. 

Pearce Management 
Consultants, fP 

Church Farm House, 
Aldbury, Tring. 

Herts BP23 5RS 


‘Poor’ nations run by kleptocrats following a different agenda 


From Karl A Ziegler. 

Sir. Jeffrey Sachs' Per- 
sonal View (“Stop preach- 
ing”. November 5) embodies 
the worst elements of liberal 
economic thinking, with the 
assumption that the “poor” 
nations have leadership that 
can help to establish a global 
dialogue of any relevance to 
their poor nationals' misfor- 


tunes. The majority of 
“poor” nations today are typ- 
ically managed by klepto- 
crats, whose least concern 
relates to looking after their 
poorest citizens. 

The US initiative, by presi- 
dent Bill Clinton’s “minori- 
ty-friendly" government, to 
establish a Group of . 22 
“systemically significant 


economies”, coupled with 
Kofi Annan ’s call for the UN 
to take on "an Important 
role in global economic 
reform", seems to be pre- 
mised on the assumption 
that thn world's “poor” have 
a real say in their plight. 

The r uling elites in many 
of the world’s poorest 
nations are on a totally 


different agenda, as Jeffrey 
Sachs, BUI Clinton and Kofi 
Annan must knOW. 

Karl A. Ziegler, 

Centre for Accountability 
and Debt Relief, . 

6 Bradbrook House, 

Studio Place, 

Kinnerton Street, 

London SWlX SEL 


Number One Southwark Bridge, London SE1 9HL 
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MMa adtaOfc COm PuMsHed letters are also avabtte on the FT web ste, http-y/wwwfTxcm Translation may be anatatta lor 
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E CONOMIC NOTEBOOK GILLIAN TETT 

Financial socialism, 
Japanese style 

More government funds for cash-strapped banks will only delay the birth of a more 

competitive financial system 


I s Japan having second 
thoughts about Its "Big 
Bang” reforms? Judg- 
ing from . the govern- 
ment's recent antics, it 
might seem so. 

Two years after it pledged 
to liberalise its financial 
markets, Japan will this 
week take two striking mea- 
sures designed to raise, 
rather than lower, the gov- 
ernment's role in the bank- 
ing world. 

The first measure will be 
included in the Liberal Dem- 
ocratic Party's latest 
Y18,000bn <£S8bn) stimulus 
package, due to be formally 
unveiled today. Aside from 
the headline-grabbing tax 
cuts and public spending 
projects, at least YS.OOObn of 
public funds are believed to 
have been earmarked for the 
provision of cheap loans to 
the corporate sector. 
Already. Nissan Motors, the 
car group, is preparing to 
apply for a Yioobn from the 
Japan Development Bank, a 
government entity. 

The second measure is less 
obvious. On Friday the Rank 
of Japan’s independent pol- 
icy board approved a new 
emergency lending pro- 
gramme, which win proba- 
bly start today. The opera- 
tional details are complex. 
The bank will, for example, 
accept corporate bonds as 
collateral for loans to private 
banks for the first tima It 
will also expand its tempo- 
rary purchases of commer- 
cial paper (short-term financ- 
ing instruments). 

What these measures add 
up to is that the central 
. bank will be pumping more 
money into private banks 
which pledge to lend the 
cash to their corporate cli- 
ents, irrespective of credit 
risk. Meanwhile, the central 
bank is exposing itself to 
even more corporate risk by 
agreeing to hold corporate ' 
securities temporarily. 

Neither of these measures 
is entirely noveL After all 
the bank has already 
increased its provisions of 
yen liquidity during the last 
year- For example, it now 
holds about 40 per cent of 
outstanding commercial 
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paper after starting a CP 
repurchase scheme last year 
to provide banks with more 
liquidity. 

The government has also 
lent to the corporate world 
for dec a d e s. As Jesper KoU, 
an economist, points out, the 
role played by the state- 
owned postal savings system 
and Trust Fund Bureau (a 
government body that lends 
out the postal saving funds 
to institutions such as the 
Japan Development Bank) 
has risen in recent years. 

The measures to be 
announced today are 
unlikely to be the last The 
Export-Import bank, another 
state institution, is consider- 
ing extending $3bn in irmn<= 
to cash-strapped Japanese 
corporations. More contro- 
versially, the ministry of 
finance has hinted it might 
use . foreign exchange 
reserves to make dollar 
deposits at Japanese b anks 
that are having difficulties 
raising non-yen funds in pri- 
vate capital markets. ' 

New or not, such policies 
do not gell with the original 
Intentions of Japan's Big 
Bang. After all, what Big 
Bang was supposed to do 
was to reduce state involve- 
ment in. the hanking sector 
and encourage the' growth of 
private capital markets. 
Instead , the financial crisis 
ofthe past year has left the 
government not only with 
the role of regulator hot as 
the mast important interme- 
diary in parts of the finan- 
cial system. Or. as one 
senior financial bureaucrat 


quips, only half in jest: 
“We are now inventing 
a type of financial 
socialism in Japan.” 

Is this harmful for Japan's 
economy? Government offi- 
cials say it not, since the 
measures are intended to be 
only temporary. After all, 
one reason for Japan’s credit 
crunch is that banks have 
had to clean up their loan 
books to meet Big Bang’s 
tightened capital adequacy 
standards. Extending state 
loans, government officials 
say, could avoid debilitating 
bankruptcies and help com- 
mercial banks restructure 
their balance sheets. 

The officials add that 
pumping yen Into the money 
markets will stabilise finan- 
cial markets, eventually 
creating the conditions for 
broader banking reform. A 
temporary bout of “financial 
socialism", they say, might 
be precisely what is needed 
to create a healthy free-mar- 
ket banking system in the 
future — and. more immedi- 
ately, a stronger economy. 


B ut this logic carries 
potential problems. 
To begin with, it is 
difficult to believe 
that the , recent measures 
will be “temporary", given 
the government’s history of 
meddling and procrastina- 
tion. 

Shielding weak companies 
and weak hanks from genu- 
tee market pressure Is more 
likely to stave off badly 
needed corporate restructur- 
ing, than to promote rapid 
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change. The measures are 
also unlikely to encourage 
the creation of a profitable 
lending business in a market 
dogged by overcapacity. As 
the Organisation for Eco- 
nomic Co-operation and 
Development has pointed 
out, bank lending margins 
have barely risen over the 
last year, in spite of the 
apparent credit squeeze (see 
chart). 

But the greatest danger is 
that these measures willAi. 
simply leave the government^? 
holding more bad loans. The 
Bank of Japan and ministry 
of finance insist that “pru- 
dent" lending requirements 
are attached to funds being 
made available to private 
hanks and companies. 

But suspicion is growing 
that the Bank of Japan win 
not recover “temporary" 
loans extended to the felled 
Yamaichi Securities last 
year, for example. Mean- 
while, the LDP’s plans 
include the startling proviso 
that the Japan Development 
Bank most only lend to com- 
panies whose credit ratings 
are too low to raise private 
capital easily. 

In the short term, such 
risks might seem minimal 
compared with the danger of . 
a deepening recession. But W 
Pressures on public finances 
are growing. Unless the gov- 
ernment can prove itself to 
be unusually competent 
now, postponing genuine 
financial competition today 
will only store up yet more 
financial trouble for Japan 
tomorrow. 
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Gambling 
on Brazil 


The US administration and the 
International Monetary Fund 
have placed a huge bet on Bra- 
zil and. above aO. on its ability 
to regain the confidence of 
domestic and foreign investors. 
Only then will interest rates fell 
to levels consistent with 
. renewed growth. Policy-makers 
are, in effect, playing a conE- 
. j dence game against markets. 

Of the $41 bn in international . 
' support over the next three 
years, roughly SS7bn is avail- 
able, if needed, in the next 12 
months. Of this the IMF is pro- 
viding some $i8bn: $9bn is to 
come from the World Bank and 
Inter- American Development . 
Bank; and $1-L5bn is from 20 
countries, with the US contribu- 
tion set at $5bn. 

In return for this boost to 
liquidity, Brazil is committed to 
achieving a primary budget sur- 
plus (balance, before interest) of 
2.6 per cent of gross domestic 
product in 1999, per cent in 
2000 and 3 per cent in 2001. The 
immediate fiscal adjustment is 
over 3 per cent of GDP. But 
Brazil has rejected the idea of 
altering the exchange rate 
regime. Furthermore, private 
- j creditors are not being asked to 
Vw contribute to the package. 

WSl this work? That depends 
on three things: confidence; pol- 
icy performance; and growth. 

Despite recent declines, short 
term real interest rates in Bra- 
zil are namin g at well over 30 
per cent Such high real rates of 
interest are inconsistent with 


fiscal stability and renewed 
growth. If market confidence is 
not soon restored, the p^nnrr>y 
is set to labour under a crip- 
pling interest-rate burden. 

The fiscal programme 
announced by the government 
is, by general consent, the most 
Important determinant of confi- 
dence. Yet experience suggests 
that such promises are not 
always kept - and are not even 
within the government's power 
to keep. Much depends on how 
far Congress and the states 
co-operate. 

The economy is already 
expected to contract by l per 
cent next year - a- decline in 
real income per head of 2-3 per 
cent This is not surprising. The 
fiscal programme is contrac- 
tionary. as are high interest 
rates. The defence .of the 
exchange rate regime also pre- 
cludes more than a modest 
boost from external demand. 
Unless interest rates fall 
sharply, the recession is likely 
to be prolonged and unpopular. 
This will, in turn, ipafcA fiscal 
adjustment mare difficult, fur- 
ther undermining confidence. 

The bet taken by the lenders 
to Brazil is that a virtuous cir- 
cle of lower interest rates, pol- 
icy success and renewed growth 
will now ensue. If what happens 
is the reverse, the package will 
surely collapse - and so win the 
reputations of those who bet on 
ft Both outcomes are readfly 
imaginable. The gamblers can 
now only hope. . 


Speaker’s task 


The king is dead. Long live the 
king. Following Newt Gingrich's 
resignation as speaker of the 
House of Representatives, Robert 
Livingston is almost certain to 
replace him on Wednesday. He 
v yQl have two main challenges: to 
Steer the Impeachment saga to a 
swift conclusion and to unite 
divided Republicans around a 
new and more constructive legis- 
lative agenda. 

Mr Livingston has said that 
public opinion will guide him on 
the impeachment question. The 
electorate has clearly spoken in 
the mid-term elections. 
Although it does not condone 
President Bill Clinton's behav- 
iour. the public does not want 
him impeached either. Moreover, 
the Republican failure to make 
gains in the election means that, 
even if the House were to 
impeach, it is highly unlikely the 
Senate would then convict 

Mr Gingrich has already taken 
'}, responsibility for the failed 
' Republican gamble on impeach- 
ment. Mr Livingston, who has 
moved quickly to capture the 
speaker's chair, must move 
equally fast to ensure the 
impeachment process is brought 
to an end - certainly before the 
end of the year. To achieve this, 
he should try to persuade the 
House Judiciary Committee to 
bring the matter to a close 
shortly after Kenneth Starr, the 
special prosecutor, testifies 
on Thursday. 


He would then face a clean 
sheet when he is swom in. along 
with the 106th congress, in Janu- 
ary. By securing 1 a bipartisan 
approach to ringing the impeach- 
ment process. Mr Livingston 
could promote a more construc- 
tive and less partisan congress. 

As chairman of the House 
Appropriations committee, he 
won a reputation as a fierce con- 
servative. but also as a deal- 
maker who can work both with 
moderates in his own party and 
Democrats to advance an agenda. 
He must now do the same on a 
bigger stage. - 

This will be no easy task.- The 
Republican Party is in disarray, 
while the hew House is almost 
equally divided between the 
majority and minority parties. 
Along with the other members of 
the leadership team decid ed by 
Wednesday's vote, Mr Livingston 
must persuade the Republicans 
to unite around a more co- 
operative approach to legislation. 
- Success with these two tasks 
would also improve the Republi- 
can Party’s image before the 2000 
election. The battle far the soul 
of the party will be fought out by 
contenders for the Republican 
presidential nomination, not in 
the House. The speaker's role is 
unlikely to be the high profile 
position Mr Gingrich made of It 
However, the 105th congress 
accomplished little, of note. Mr 
Livingston's task is to ensure the 
106th does rather better. 


Smoked out 







The best that can be said about 
the proposed US tobacco settle- 
ment is that, by pushing up the 
price of cigarettes from an 
average of $2.05 a pack to about 
$2.60, it may slightly reduce the 
, number of cigarettes Americans 
1 smoke. Otherwise, there is little 
in the deal to praise or celebr at e. 

True, there are one or two sops 
to public health - a voluntary 
ban on outdoor advertising, and 
funds for auti-smoking cam- 
paigns - but one of the deads 
many unappealing aspects is that 
it will result in a transfer of 
wealth from smokers, who tend 
to be among the poorest 
Americans, to lawyers, who are 
already among the richest. 

It is worth recalling that the 
settlement came about not out of 
f desire to reduce smoking but 
because entrepreneurial trial 

lawyers, having re f^r fefled 
to persuade juries to award dam- 
“ fl io sick smokers, were 
looking for new and more 
successful ways to tap toto 
£ cash generated by cigarette 

“Stir inspiration was to sepa- 

%e team of smoking from 
~.«nnal responsibility. They 
.hat whoever was to 
‘K smokers became 
blame __ certainly not state 
slck, 'J£: so states should be- 

compensated sick 

S Xr S ■’ UM,C 

health programme- 


It was a clever approach. The 
argument would not necessarily 
have prevailed in the courts - 
the states, after all, already tax 
cigarette sales - bat the risks 
were high enough, and the sheer 
scale of the litigation so great, 
that the tobacco companies con- 
sidered it better to settle than to 
fight 

The sums involved are mind- 
boggling: The 46 states that have 
not already reached out-of-court 
settlements wfll receive pay- 
ments totalling $206bn over 25 
years - five tfrnas the size of the 
International. Monetary Fund's 
rescue package for Brazfl. 

It is not yet dear what fixe law- 
yers' cut will be- But the costs 
will be passed on to smokers in 
the form of a surcharge - a tax in 
all but name - on the mice of 

cigarettes. 

It is a bizarre, and unsatisfac- 
tory, outcome. Smoking is an 
important public policy issue 
directly affecting the health of 
millions of people. Tobacco regu- 
lation and taxation are matters 
that citizens rightly expect their 
governments to address, not to 
be thrashed out by cadres of 
lawyers motivated by file pursuit 
of profit 

Congress tried and failed to 
resolve the tobacco issue this 
year. Perhaps this deal is the 
next bet thing. But k is a sad 
indictment of the US political 
system that trial lawyers have 
started dictating public policy. 


Cross-selling’s elusive charms 

. The rewards of .selling several financial products in one package can be spectacular. But few 

. companies have attained this goal, says John Authers 

A cross the US fina n ci al executive and their peers to lb 

services industry, com- » the best new contacts they ha\ 

panies are looking for made in a month. Colleagues ca 

a holy grafl: the cross- JT thus cuicklv find out whethf 


A cross the US financial 
services industry, com- 
panies are looking for 
a holy grail: the cross- 

sell. 

The goal is deceptively simple: 
persuade customers who are 
already going to buy one product 
to buy more. The spectacular 
rewards that . can be had from, 
cross-selling have been the driv- 
ing force b ehin d a spate of recent 
mergers, while banks are invest- 
ing in “brand-awareness" cam- 
paigns in an attempt to sell sev- 
eral products in one package. 

The “mega-merger" of Citicorp, 
a hank, with Travelers Group - a 
conglomerate includin g fond 
management and insurance - to 
form Citigroup is the best-known 
example of a cross-selling alli- 
ance. There is little overlap 
between the businesses, and the 
merger, as was predi- 

cated on budding revenue, not 
cutting costs. 

Many other companies are 
looking for cross-sales on a 
smaller scale. Conseco, a life 
assurance conglomerate which is 
the largest seller in the US of 
policies that guard against seri- 
ous or prolonged illness, has 
bought Green Tree, the largest 
US consumer lender. 

Last week State Farm, the larg- 
est general insurer in the US, 
said it would be opening its own 
bank so that its 16,000 insurance 
agents could offer mortgages and 
other loans. Numerous b anks 
have bought up fund manage- 
ment companies, credit card Issu- 
ers and retail brokers to try to 
pump out mare products. 

But there is deep confusion 
over how to croes-selL Its history 
is strewn with failures. During 
the 1980s, several attempts at 
creating “financial supermar- 
kets” were notoriously unsuc- 
cessful. although why they foiled 
remains contentions. The 
unhappy experience of Dean Wit- 
ter brokerage, which combined 
with the Discover credit card 
brand under the roof of Sears, the 
retail chain, suggests that a 
retailing environment was not 
appropriate for selling compli- 
cated financial products. Ameri- 
can Express' ownership of the 
Shearson i^hman brokerage aim 
failed to deliver cross-selling's 
promised fruits . 

Other industries provide few 
! positive precedents. Companies 
in a position to attempt such a 
' strategy, such as Unilever and 
Procter & Gamble, with their big 
stables of branded goods, tend to 
allow each brand to stand on its 
own. They only benefit each 
other through shared di stri b ut ion 
1 net winks. 

In the 1990s, two new models 
have emerged for financial ser- 
vices. One involves a direct rela- 
! tionship with th* customer, tak- 
ing his specific needs as a 
I starting point. The other is a 
I manufacturing model where a 
company tries to sell a range of 
its own products, usually in pack- 
aged form. Alex Oliver, at the 
New York-based consultancy Oli- 
ver Wyman.' says Citigroup may 
well be “to some degree like the 
latter, in the clothing of the for- 
mer". 

Eric Speer, head of retail finan- 
cial services group at Tminghas t 
Towers Perrin in New York, 
behaves the “relationship" model 
is most likely to work, because a 
financial advisor provides a ser- 
vice which is of value In itself. 
“There’s a sense of a comprehen- 
sive look at the customer's needs 
and then the products become 
the fulfilment of those needs. It’s 
not a manufacturing-based sale. 



it’s a distribution or customer- 
based sale," be says. 

Mr Speer recognises that for 
this approach to be successful, 
customers most believe they are 
getting the best deal in the 
marketplace for each financial 
product they buy. “In order to be 
ultimately credible.” he says, 
“the products you sell can't 
always be your own branded 
products. You need to open up 
your kimono to a broader array 
of non-bran ded products." 

Companies that have done this 
successfully include American 
Express Financial Advisers 
(AEFA) and Charles Schwab, 
which established a position as 
the largest US discount stockbro- 
ker before diversifying into a 
supermarket for the mutual 
funds of several fund managers. 

AEFA only took on the Ameri- 
can Express brand two years ago, 
even, through it had been a part 
of the company for more than a 
decade. It offers clients a “finan- 
cial plan", for which a fee is 
charged. Products from compa- 
nies outside American Express 
can be offered. 

Between 35 and 40 per cent of 
its customers now come through 
the door after being prompted by 
their American Express card 
statements. Revenues have 
increased dramatically. Fees gen- 
erated by plans account for 65.4 
per cent of the brokerage's 
income. 

At the insistence of Harvey 
Golub, AmexCo's chief executive, 
cold-calling cardholders is forbid- 
den, as tins would damage the 
brand's image. 

Within Citigroup, Prim erica 


Financial Services, formerly part 
of the Travelers empire, has also 
cross-sold effectively, using finan- 
cial plans as a backbone. A life 
assurer, Primerica relies on an 
80,000-strong sslesforce, who sell 
the old-fashioned way, sitting 
down with clients in their kitch- 
ens and talking through their 
flmmfhi plans. 

Under Joseph Phimeri, Primer- 
ica agents were given strong 
incentives to cross-sell, using a 
sales device Mr Plumeri calls 


*We told our 
employees this 
was the reason 
that we were in 
business 1 


“Financial Needs Analysis". This 
put the particular requirements 
of the client at the centre. 

Mr Plumeri, in charge of Citi- 
bank’s retail branches and credit 
cards within the Citigroup 
empire, says: “We made cross- 
selling part of the corporate cul- 
ture. We told our employees this 
was the reason we were in busi- 
ness. We put incentives to cross- 
sell into the compensation pro- 
gramme." 

Wall Street analysts who 
attended Mr Plumeri *s inspira- 
tional pep talks for sales repre- 
sentatives, say they left early to 
resist the temptation of throwing 
away their Jobs in favour of sell- 
ing insurance. 




Primerica accounted for half of 
all sales of Travelers’ Commer- 
cial Credit group, and for more 
than 60 per cent of sales of Trav- 
elers’ mutual funds. 

Citigroup’s aim is to inculcate 
the same cross-selling culture In 
its Citibank retail branch net- 
work. Already, bank branches 
are offering annuities under 
written by Travelers. Holders of 
Citibank credit cards have been 
offered Travelers motor insur- 
ance, and all those who bite wffl 
be offered home insurance. 

In Las Vegas and Atlanta, Citi- 
group is attempting a more ambi- 
tious plan. The heart of the proj- 
ect will see branch employees 
offering Primerica's “Financial 
Needs Analysis" to Citibank cli- 
ents, while sales representatives 
from Primerica will attempt to 
sell Citibank chpqup accounts. 

Will it work? 

A big problem for Citigroup is 
that cross-selling tends to become 
more difficult as organisations 
grow larger. Even Mr Plumeri 
admits that the kind of market- 
ing techniques he implemented 
so successfully requires a tightly- 
knit culture 

One of the most effective sales 
organisations in the US is Fifth 
Third Bancorp, a large regional 
Hank based in Cincinnati. It gen- 
erates more revenue in propor- 
tion. to its cost base than any 
other bank in the US, and 
achieves this largely through a 
sales system borrowed directly 
from life assurance. 

Regular meetings are held 
where managers from all 
branches of the business have to 
stand up in front of the chief 



Eggs hit 
the spot 


The sturgeon fishermen of the 
former Soviet republics are ' 
getting a lesson in market 
economics. 

Their best-known product, 

' Beluga caviar, is much prized in 
New York: by some estimates, 
j more than half the 50 tons 
imported to the US each year are 
consumed in the Big Apple. But 
as this autumn's catch begins to 
arrive on US shores, prices at the 
defl counter are soaring. 

It is a classic tale of 
post-Soviet economics. Freed of 
the Soviet era’s tight production 
Omits, fishermen on the Caspian 
Sea - home to the most prized 
sturgeon - cast their nets with 
abandon and caviar prices 

plummeted. '. 

This couldn't, last The 
sturgeon, faefog extinction 
through overtishkig, was 
eventually scooped up by the 
in ter na tional convention that 
protects endangered species. 

Production Emits were 
reimposed - this time with 
International teeth. The US, 'a 
signatory to the convention, has 
just begun vetting the origin of 
caviar Imports, even using 
random DNA tests to make sure 
the slimy eggs are not arriving 
under false pretences. 

Prices for Beluga have jurrped 
20 per cent as a result, says 
Hossaki ArmaW, whose 
ParamountCaviarsuppi es some 1 


of New York’s top restaurants. 
The wholesale price can reach 
$450 a pound and mil jump 
again in the spring, when the 
last of the caviar imported 
undw the old regime has been 


As long as the benefit finds its 
way back to the producers, the 
sturgeon fishermen can ponder 
on the old free market 
economists’ nostrum: that there’s 
nothing wrong with putting a 
premium price on a premium 
product 

Pastures new 

' European Union agriculture 
masters are experiencing a 
serious bout of revolving door 
syndrome - eight have moved on 
since the early summer. 

Some of the movers continue 
to be shakers elsewhere. The 
UK’s Jack Cunningham has 
taken on the role of government 
"enforcer", France's Louis Ls 
Pensec has been elected to his 
country's senate, and Jozlas Van 
Aartsen of toe Netherlands is 
now foreign minister. 

But three of them - Jochen 
Borchert of Germany, Annfka 
Ahnberg of Sweden, and Italy’s 
Michele Pinto - tost their Jobs 
following elections or changes of 
government. Fernando Gomes da 
Siva quit office in Portugal for 
health reasons, and Stephanos | 
Tzoumakas of Greece was a 
casualty of a government 
reshuffle. 

Now their replacements have 


to get to grips with the arcane 
work! of the EU’s common 
agricultural policy as negotiations 
begin for what is likely to be its 
most far-reaching reform since it 
was set up 36 years ago. 

So spare a thought for 
Europe’s consumers and 
formers, who will pay the price If 
the fast-changing collection of 
ministers gets it wrong. 

Visiting time 

There is always a battle for the 
last word when tough cookies 
Ske Malaysian trade minister 
Rafidah Aziz and US Secretary of 
State Madeleine Albright start 
sparring. 

At their Joint press conference 
yesterday Rafidah tried to shrug 
off Albright’s suggestion that it 
was quite appropriate for her to 
visit Wan Aszah wan Ismail, wife 
of Anwar Ibrahim, the former 
deputy prime minister who Is 
facing charges of corruption and 
sexual offences In a trial that 
doesn't command much 
international confidence. 

Everyone visiting Malaysia was 
free to meet anyone they chose, 
said Rafidah. 

In foot, she sad, she was 
looking forward to her next trip 
to Washington, so that she could 
make a beeline for Kenneth Starr, 
the man who spent millions 
embarrassing President Clinton in 
the Lewinsky affair. 

But it wasn’t to be a win for 
the home team. Albright i 

managed to snap: "He’s not in 1 


prison,” before a thoughtful 
Malaysian technician could turn 
her microphone off. 

Newt work 

As Newt Gingrich ponders a 
future outside politics, he might 
need something that pays well. 
The National Taxpayers Union 
says Gingrich will be eligible for 
an annua) pension of just 
$24,000 a year - a fraction of the 
$120,000 a year Tom Foley, his 
predecessor as House speaker, 
pulled in. 

It seems Gingrich initially 
spumed the Congressional 
pensions system after first being 

elected in 1979. By signing up 
only in 1989, he was victim of a 
1985 change, partly at the 
behest of Republicans, to show 
Congress's commitment to 
cutting costs by making their 
own pensions less generous. 

Nice one Newt 

Number crunch 

Russia's financial institutions 
have come ip with an intriguing 
new form of inflation since the 
central bank Indicated last week 
that It had agreed to save 18 of 
the hundreds of near-bankrupt 
banks - those that were "socially 
and economically important". 

But it hasn't yet named the 
lucky few, and so for at least 20 
have clamed that they’re in the 
charmed circle. As so often with 
Russian banks, nothing quite 
seems to add up. 


executive and their peers to list 
the best new contacts the)' have 
made in a month. Colleagues can 
thus quickly find out whether 
they have a chance of selling one 
or their own products to these 
clients. 

Filth Third has grown in size, 
but never through a sudden and 
rapid expansion like that seen at 
Citigroup, instead. It has 
extended steadily from southern 
Ohio into Indiana and Kentucky. 
Its chief executives are still able 
to attend sales meetings across 
the network in person. Nothing 
comparable is feasible for the 
far-flung Citigroup, with offices 
in more than 100 countries. 

A further problem for cross- 
sellers is that the)’ are setting 
their faces against one of the 
dominant trends of the last 
decade: the growth of specialists, 
taking advantage of cheap financ- 
ing from capital markets, and 
cheap distribution through toll- 
free telephone lines, direct mail, 
or the internet. 

Credit cards and home equity 
loans have seen specialist direct 
marketers rise to prominence. 
Americans are now accustomed 
to treating these products as dis- 
crete stand-alone entities to be 
shopped for separately. 

Richard Kovacevich, chief exec- 
utive of Wells Fargo, another 
enormous financial institution 
created by the merger of Norwest 
with Wells Fargo, suggests this 
means credit cards are an inap- 
propriate vehicle for cross-sell- 
ing. As chief executive of Norw- 
est. a Minnesota bank formerly 
best known for its loans to the 
agricultural business, he decided 
against making any significant 
investments in credit cards tin 
contrast to Citigroup, which 
issues more credit cards than any 
other hank in the world). 

Instead, he set about creating a 
retail culture for the bank. It now 
has "stores" rather than 
“branches". When research 
suggested that current accounts 
and mortgages provided a strong 
basis for cross-selling, the bank's 
strategy rhanged accordingly. 

By the time of the merger with 
Wells Fargo, Norwest had 
become the largest mortgage 
lender in the US so as to maxim- 
ise cross-selling. It is one of the 
few successful examples of the 
“manufacturing" model of cross- 
selling. On average, each house- 
hold it served bought 3.71 prod- 
ucts from the bank. 

When Norwest started monitor- 
ing this number four years ago, it 
stood at just below 2£. In other 
words, it would have managed to 
sell about 30 per cent more prod- 
ucts over that period, even with- 
out gaming any new customers. 

This performance allowed it to 
muster the capital clout it needed 
to buy Wells Fargo, a much big- 
ger and more powerful bank. 

Wells Fargo's experience pro- 
vides some powerful lessons for 
Citigroup, and for other financial 
groups contemplating mergers. 

First, everyone in a company 
must be imbued with a culture of 
cross-selling, and receive strong 
incentives for its success. Second, 
if cross-selling is made to work, 
the rewards can be spectacular. 

But size, and the ability to offer 
a broad rage of branded products, 
is not in itself a guarantee that 
customers will buy more prod- 
ucts from one company. With so 
many choices, companies must 
convince their clients that they 
have foe best product in each 
category of financial service, and 
not only the best overall package. 

Perhaps that is foe final, elu- 
sive beauty of the holy grail. 


100 years ago 

Spate And The States 
Paris, Nov 15. The meeting of 
the Spanish- American Peace 
Commission, which was to 
have been held today, was 
postponed until Wednesday. 
The "Gaukxs" learns that the 
German Emperor has no 
intention of intervening in the 
Philippines question, and will 
simply content himself during 
his visit to Spain with assuring 
the Spaniards of his sympathy. 
New York, Nov 15. Mr Long, 
Secretary for toe Navy, has 
issued orders checking further 
repairs on the warships in the 
Brooklyn Navy yard, mobilising 
the warships New York, 
Brooklyn, Texas and Indiana in 
Hampton Roads pending 
Spain's decision regarding toe 
Philippines. 

50 years ago 

Woof Pact With Japan 
Melbourne. Nov 15. Wool 
buyers and sellers are In two 
minds about the Japanese 
trade agreement under which, 
among other things. Japan is 
to buy £4,250,000 worth of 
Australian wool this season. 1 

While everyone concedes that ' 

the added competition may be 
beneficial to sailers, both 
Australian and British 

manufacturers have mlsgivinas 

as to a possible revival of 
woollen textile competition 
from Japan. 
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Brazilian breather 


The crisis is not over. The International 
Monetary Fund has learned some lessons 
over the past year. Its ttlbn support pack- 
age to Brazil was carefully stage-managed 
to exceed expectations. And It is heavily 
front-loaded: $®bn will be available imme- 
diately and $37bn within 12 months. But 
the package still has some serious short- 
comings. Rather than directly addressing 
Brazil's central problem - Its excessive 
debt - the money will be used to shore up 
the government’s foreign exchange 
reserves, to defend the real. Worse, there 
is no explicit "bail-in" of private creditors. 
Ranks and investors have merely been 
put under political pressure to remain 
supportive by rolling over their credit 
lines. 

Everything depends, therefore, on the 
markets retaining their confidence. Bra- 
zil's total ratio of debt to gross domestic 
product is more than SO per cent. The 
critical component is R$ 260 bn (S220bn) of 
net domestic debt, most of it short term 
and attracting very high, floating interest 
rates. Two-thirds is held tv domestic pen- 
sion funds and thus tied to the local mar- 
ket But that still leaves at least R$85bn 
vulnerable to capital flight - enough to 
overwhelm the government’s re maining 
$42bn of hard currency reserves plus the 
IMF money. 

Investors' confidence, in turn, depends 
on the speed and effectiveness with which 
the government enacts its fiscal austerity 
package. If that goes smoothly, interest 
rates can fall from their current 40 per 
cent, reducing the crippling budget deficit 
and keeping the economic fell -out to a 
minimum But any political slippage over 
the next few months could have cata- 
strophic consequences. 


It may not have come to war (yet), but 
it is magnificent for the oil price. To judge 
from last week's fitful rally in the price of 
Brent crude, deteriorating relations with 
Iraq could be just what is needed to lift ofl 
from the $13 dollar per barrel doldrums. 
Remember what happened in 1991/2, after 
all, when oil rose to $40 per barrel after 
disruption to Iraqi and Kuwaiti produc- 
tion and exports. After a year of felling 
prices, followed by a deceptive short-lived 
rally in September, no oil trader wants to 
be caught the wrong side of a sudden 


South Africa 
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rally. Yet. unless events in Iraq turn very 
nasty Indeed, it is hard to see much 
upside for the oil price. Any military 
strikes that are eventually launched are 
likely to be focused on a small number of 
military targets rather than centres of 
Iraqi oil production. And so fer the United 
Nations’ “oil for food" programme does 
not seem In danger, so there Is little 
prospect of a reduction in global oil sup- 
ply. 

Furthermore, global oil stocks remain 

high, representing 58 stock days against 
56 a year ago. So fer, the high degree of 
compliance with Organisation of Petro- 
leum Exporting Countries-agreed produc- 
tion cuts has had precious little impact on 
stock levels, because of falling global 
demand. But a hard winter and soft eco- 
nomic landing in the US an d UK should 
make inroads into stock levels and put 
upward pressure on prices. However, 
without a recovery in emerging-market 
demand, it is hard to envisage oil 
selling for more than $16 per barrel in 
1999. 

South Africa 

Corporate South Africa, it seems, is 
intent on relocating. Billiton led the way, 
Anglo American is following. South Afri- 
can Breweries and Old Mutual lurk in the 
wings, and Sappi has achieved a New 
York listing. A more bine chip collection 
South Africa could not tiller. 

For London this is great news. There Is 
tiie kudos of attracting some significant 
companies, not to mention the increase in 
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Europe outpaced by US <% 
competition, says report 


shares traded and juicy raft of advisers' 
fees. 

But for South Africa, a rush of top com- 
panies offshore hardly sends the right sort 
of message. Why are Brazil or Australia's 
finest not doing the same? Politics? Unde- 
niably, this is the great unspoken factor 
South Africa’s will not men- 

tion. But even if it is a factor, it is not the 
most Important. 

Apartheid warped South African busi- 
ness as much as it scarred Its politics. 
Neither is quickly repaired, and the path 
to normality is not a smooth continuum. 
Wrenching measures are required, 
whether in the imperfect process of black 
economic empowerment or the equally 
jarring relocation effect as South 
African companies play globalisation 
catch-up. 

Companies such as Anglo American anri 
South African Breweries have outgrown 
South Africa. If they are to grow, it must 
be outside South Africa. So long as 
exchange controls remain in place, that 
effectively requires relocation. There is 
also the question of an Im p rov ed rating. 
Being listed abroad clearly broadens the 
investor base that can hold your stock. 
But will this bring a rerating? Not neces- 
sarily. The risk profile of the assets 
remains the same, as does . the manag e, 
ment. 

Indeed, relocating could backfire; 
greater analyst and Investor attention can 
work both ways. And while South Africa 
has a fairly sophisticated Inv estment com- 
munity, the leap to London is a big one. 
Ask Billiton, a good company with good 
prospects, which has suffered a baptism 
by Ore. Companies without a strong case 
for relocating should not bother with the 
effort 

Provided those that do relocate can 
adapt, shareholders should NarmfH fmm 
being forced to operate more efficiently. 
The big loser will be the Johannesburg 
Stock Exchange, which will see liquidity 
drain away to London In some of its larg- 
est companies. 

South Africa itself will need to plug 
some of the gaps with foreign investment 
Certainly there will be a lot more assets 
up for grabs. If foreigners still choose to 
stay away, the outlook will be gloomy 
indeed. But the relocation process itself is 
no reason for gloom. It is a sign of normal- 
tty. 


By Emma Tucker ta Brussels 

Europe lags behind the US on 
virtually all measures of competi- 
tiveness, according to a report that 
will make grim reading for EU 
industry ministers meeting in Brus- 
sels today. 

The report highlights the Euro- 
pean Union's inability to create new 
jobs as quickly as the US and Japan, 
its poor response to innovation, a 
lank Of risk capital and the big fo cost 
of labour. 

It was written for the European 
Commission by a consortium of con- 
sultants from six EU countries, and 
will be presented to ministers as 
part of a general discussion on EU 
competitiveness. 

The report concludes that the 
standard of living in the EU, mea- 
sured as gross domestic product per 
capita, is 33 per cent lower than in 
the US and 15 per cent lower than in 
Japan. 

One of the main reasons for this is 
the EtTs failure to create new jobs 
by moving swiftly Into promising 
new sectors. “Where the US has cre- 
ated jobs In technically advanced 
industries and transformed Itself 
Into a service economy. Europe is 
lagging behind." the report says. 

The report forms part of the con- 


Empfoyoiettf growth 
Annual ‘Scbanga 


BJbpw "US. 



-i 


1874-65 . BMS 1996 97 

SouceO&O 

Uniting debate in Europe about how 
to cut record unemployment, and 
will strengthen the hand of those 
arguing for greater flexibility in 
labour markets and less regulation. 

“In spite of the single market pro- 
gramme and its effects on competi- 
tion and liberalisation, Europe still 
has more restrictions and distortions 
of competition in service industries 
than the US,” it says. 

A similar report two years ago pro- 
voked a row Inside the Commission 
between its non-interventionist 
camp, which argued that over- 
protected labour markets cost 


Europe jobs, and the opposite camp 
de fending Europe’s social model. 

Europe's poor employment perfor- 
mance is weaker not just- lit new 
high-tech industries, hut across the 
board, say the report’s authors. 
This suggests that Europe's prob- 
lems lie In the general business envi- 
ronment rather than in the weak 
performance of individual branches 
of the economy." 

A lack of adequate risk capital, - 
essential for high growth, in fechnok 

ogy- oriented companies adds 

Europe’s employment problems. T||P 
report argues that the competitive 
position of such companies in the 
EU is undermined by in effic i en tly- 
priced financial services and 
restricted access to capital markets, 

It concludes by saying EU govern- 
ments should; 

• eliminate institutional and regu- 
latory barriers; 

• ensure continuous upgrading of 
European Industry; 

• move away from targeting indi- 
vidual Industries with subsidies or 
strategic trade arrangements; 

• diffuse best practice - the report 
uncovered huge disparities in labour 
productivity in the EU. 

EU subsidies, Page 4 
Observer, Page 17 


Attempts at Apec deal collapse* 
as Japan resists tariff cut calls 


By Peter Montapxxn and 
Sheba McMuftj in Kuala Lumpur 

Attempts to forge a trade 
liberalisation deal dissolved In acri- 
mony at the 21-member Asia-Pacific 
summit as Japan and the US 
exchanged angry accusations. 

The trade ministers yesterday 
rieriffod ins tead to send the packag e 
of proposals to the World Trade 
Organisation for negotiation. 

Dogged by political tensions and 
enfeebled by US President Bill Clin- 
ton's last-minute decision to stay 
away, the Asia Pacific Economic 
Co-operation (Apec) forum's trade 
talks in Kuala Lumpur w ere widely 
regarded as a disappointment 

After Japan continued to resist 
pressure from the US and other 
industrial countries to cut tariffs on 
forestry and fisheries as part of a 
voluntary trade liberalisation pack- 
age in nine export sectors, ministers 


agreed to transfer the package to the 
WTO. 

The decision was taken after what 
Sergio March!, Canadian trade min- 
ister, described as “very difficult dis- 
cussions”. The tariffs deal was 
intended to be the centrepiece of this 
year’s annual meeting of 20 Asia-Pa- 
cific countries plus Hong Kong. 

There are fears that US- 
Japanese relations may deteriorate 
as a result of the exchanges, which 
were marked by angry outbursts 
from Charlene Barsbefeky, US trade 
representative. 

hi an -unusual departure from nor- 
mal di plomatic language, a Japanese 
official openly described US accusa- 
tions that Japan was conducting 
cheque-book diplomacy as “evil" and 
“defamation". 

The US case was weakened by Mr 
Clinton’s decision to stay at home to 
deal with the crisis in the Gulf. 

1 think It's a disappointing con- 


clusion, and I'm not going to put any 
gloss on it,” said Mr MarchL 
Ms Barshefsky sought to put a 
brave face on the outcome, saying 
that the liberalisation programme 
would have had to pass through the 
WTO anyway. A pattern had been 
established that should allow global 
liberalisation to proceed along .the 
lines already established by Apec 
with Its earlier deal on info rmation 
technology. “This is a very signifi- 
cant outcome,” she said. 

“We are pleased that the principle 
of voluntarism is respected," said 
Miirte Kiyoi of the Japanese farefep. 
ministry. '£ K 

Other Asian participants said the 
decision was a realistic compromise. 
“Apec still has momentum," said 
Surin Pitsuwan, Thailand's foreign 
minister. 

Hunan rights call, Page 3 
Observer, Page 17 



MSCI 


Introducing the MSCI Fixed Income Indices* 


sovereign debt index 
enro credit index 


Today, MSCI launches two new -families of indices 
covering global fixed income markets. 

The MSCI Sovereign Debt Index presents comprehensive coverage 
of the global government debt market. Euro-denominated government 
and credit markets are represented by the MSCI Euro Credit Index 
which complements our recently introduced EMU equity indices. 

With market pricing, on-line delivery of information, foil coverage of 
institutional markets and 24-hour client support, these new indices are an 
invaluable resource for investment professionals worldwide. 


For more information, please contact the following numbers: 

New York: London: 

Robert Fuhrman Sue Crosby 

+1 212 761-1738 +44 171 425-2144 


Visit die website at www.ms.com 


MORGAN STANLEY DEAN WITTER 
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Announcing 
the youngest 
addition 
to our fleet; 
the Airbus A330. 


INSIDE 


IPO sector back after shutdown 


After an autumn shutdown the Initial public 
offering market exploded back into Jffe last ' 
week with five successful Wall Street debuts, 
capped by the spectacular arrival of internet 
group thegiobe.com, which saw a 606 per cent 
gain, the biggest ever IPO premium. Page 23 
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i=ed decision may set dollar’s course 

A key decision this 


tote* week by the US Fed- 

YWperS ' era! Reserve could set 

140 the tone for the dollar 

into next year. The 

i» T \ Fed's rate-siting com- 

I - mittee is due to meet 

120 .1 > on Tuesday, amid con- 

flicting signals from 
11(1 , . both the domestic 

Sep toes economy and the 

sania****** global situation. 

Though the Fed has 
downplayed the threat of worldwide financial 
credit contraction, credit spreads still indicate 
that the market is wary . Currencies, Page 26 
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British Steel expected to fall 30% 

Footsie’s most vulnerable stock to starling . 
strength is British Steel, due to post data today. 
But the pound's recent dips wilt have come too 
late to affect this set of interims. BT Alex Brown 
expects a pre-tax result of £1 00m ($1 66m), a 
fall of 30 per cert. Companies Diary, Page 25 
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UK business travellers 
flying within Europe 
just announced their 
choice for Best Airline*. 
Many thanks. 


*in Basinets Traveller Magazine 
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Oracle set to go against Windows 


By Roger Taylor in Las Vegas 


Chavez win rocks Venezuela bourse 

Hopes of a sustained 
rebound in Venezuelan 
equities were dashed 
last week when the 
establishment was 
rocked by the crushing 
victory of former coup 
leader Hugo Ch&vez 
(left) tn congressional 
' and gubernatorial polls. 
The win. securing 
almost a third of con- 
gress. has prompted 
fears that the leftist former paratrooper could 
become president of one erf the world’s most 
oil-rich countries. Emerging Markets, Page 24 


Oracle and Microsoft, the 
world's largest software com- 
panies, are set to lock horns 
today at the opening of Com- 
dex, the technology industry's 
biggest trade fair. 

Larry Ellison, chief execu- 
tive of Oracle, will announce 
plans to build a new type of 
computer that will run Ora- 
cle’s popular database soft- 
ware without the need for a 
complicated operating system. 

The move is a direct assault 
on Microsoft, which produces 
the Windows operating system 
used on most personal com put- 


Blison to announce plans for new type of computer 


era and a growing number of 
larger corporate machines. 

Mr Ellison said he had dis- 
cussed the idea with leading 
manufacturers including Dell, 
Hewlett-Packard. Compaq and 
Sun Microsystems. Formal 
agreements had not been 
signed but he was confident 
manufacturers would be prod- 
ucing the Oracle appliances by 
early next year. 

The willingness of compa- 
nies such as Compaq and Dell 
to support Oracle win be a test 
of their rea dine ss to endure 


Japan awaits further help measures 

Tokyo’s plans for tax cuts are likely to be the 
main focus for Japanese markets this week, as 
traders watch to see whether toe ruling liberal 
Democratic Party will offer any fresh moves to 
support toe struggling economy. Page 25 


Foreign interest in Optus lifts price 

The flotation tomorrow of Cable and Wireless 
Optus, Australia's second largest telecommuni- 
cations company, has attracted strong overseas 
interest which has helped push up the final 
price to AS2.15 per share. Page 22 


Ladbroke shortlists Coral bidders 

Ladbroke, the UK gaming and hotel group. Is 
this week expectBd to inform would-be buyers 
of its Coral betting shop chain which of them 
have been shortfisted. Among those to have 
Vjtered indicative offers for the chain are the 
' Ate, the pool betting operation, and Stanley 
Leisure, the betting and casinos group. Page 20 



Microsoft's disapproval One of 
the allegations made against 
Microsoft during the US 
Department of Justice's anti- 
trust suit is that it pot pres- 
sure on computer makers not 
to bulk) machines with com- 
peting software pre-installed. 

Mr Ellison will outline his 
plans at a speech tonight in 
Las Vegas, just as Microsoft 
boUds a party on the other side 
of town to launch its new 
SQL7 database software, 
designed to compete with Ora- 
cle’s most important product. 


Microsoft also plans to use the 
conference to highlight some 
of its newest technologies. In 
his opening address last night. 
Bill Gates, its chief executive 
and founder, was expected to 
demonstrate ClearType - a 
system for improving the read- 
ability of computer screens 
which the company hopes 
could increase the popularity 
of electronic books. 

A little over two years ago 
Oracle launched the network 
computer which. Mr Ellison 
said, would replace the desk- 


top PC by getting rid of the 
Windows operating system. 
They would work by using the 
internet or corporate networks 
to access central computers. 

called servers. 

His view that the internet 
would become the focus of 
computer systems is proring 
accurate. However, network 
computers have failed to make 
a significant impact on PC 
sales. The latest initiative is an 
attempt to persuade companies 
that they do not need Windows 
on the servers that run their 
central databases. 


Brazil’s 
national 
oil group 
seeks extra 
$300m 


By John Barham in Sfio Paulo 


AltaVista portal, Page 20 


Alstom plans purchases 
to help double US sales 


By Peter March 


Alstom c ha m u ei none BSgen oppor tu nf ti as n rapid : 


: systems 


Alstom, one of the world’s 
biggest electrical engineering 
suppliers, aims to double its 
sales in the US in the next five 
years, mainly through acquisi- 
tions. 

The Paris-based group, for- 
merly a joint venture between 
the UK's General Electric 
Company and Alcatel of 
France, went public in June 
with listings in Paris. London 
and New York. 

Tomorrow it will announce 
its first results since flotation, 
for the half year to September 
30. In 1997-98. when it was 
known as GEC-Alsthom. it 
reported full-year operating 
income of Ecu 52lm (5607m) on 
sales of Ecu 11.1 bn. 

It expects to boost its annual 
revenues of Ecu 980m from the 
US - equivalent to 7 per cent 
of total sales - largely by 
building up its activities in 
railway systems, transmission 


and distribution equipment, 
and power generation. 

Pierre Bilger. Alstom’s chair- 
man and chief executive, 
declined to divulge bow much 
it was willing to spend on US 
acquisitions but said he 
wanted the group's US employ- 
ees to expand from 3,000 to 
between 10,000 and 15,000 by 
2003- 

The company is also rela- 
tively relaxed about prospects 
in Asia, where the economic 
turmoil and consequent reduc- 
tion in infrastructure invest- 
ment have dampened investor 
sentiment in Alstom, as well 
as other big electrical 
engineering groups such as 
Siemens of Germany and the 
Swiss-Swedish ABB. 

In the US. Alstom is particu- 
larly keen to expand in rail 
transport, a field in which it is 
the world's second biggest 
supplier after Adtranz, a joint 
venture between ABB and Ger- 
many’s Daimler-Benz. "A few 


years ago the US was not seen 
as the best place for trains, but 
the situation is changing 
quickly." said Mr Bilger. 

He expects to benefit from 
the greater interest several US 
municipal authorities are 
showing in rapid transit 
systems, for which Alstom can 
supply a package of equipment 
and services including trains, 
rolling stock and signalling. 

Alstom has been considering 
as acquisition candidates small 
to medium-sized US makers of 
transmission and distribution 
equipment, a field in which the 
US has relatively few large 
international suppliers. 

Mr Bilger. whose company 
has 59 per cent of its sales in 
Europe, said cuts in spending 
in east Asia would inevitably 
lead to lower orders in the 
short term. The proportion of 
sales from Asia reached 19 per 
cent last year but is expected 
to decline substantially this 
year and next 


Morgan Stanley arm to launch euro index 


By Edward Luce 
out Vtaeat Boland 


KOREAN INSPECTION BID 

Charles Kartman, US special envoy for Korean 
affairs, visits Seoul today before flying to 
Pyongyang to discuss inspecting North Korea’s 
' suspected underground nuclear facility. 

FLYING PARTICLES 

The Earth is expected to enter the largest 

meteor storm for 33 years tomorrow, which may 

have a dramatic effect on the 500 or so 

telecoms satellites in orbit 

NEW SPEAKER SOUGHT 

The US House of Representatives is due to 

elect a new speaker on Wednesday, following 

Newt Gingrich’s resignation. 

ALGERIA TASK FORCE 

IMF and World Bank officials visit Algeria on 

Saturday to discuss its financial woes. 


Morgan Stanley Capital 
International, the global index 
.provider, today launches a 
bond index for Europe’s future 
single currency. 

, It joins a growing number of 
big US investment banks hop- 
ing to establish the benchmark 
index for. bond investment in 
the euro. 

Salomon Smith Barney, 
which provides the leading 
global bond index, has also 
| recently launched a euro- 
denominated index. Other 


competitors are J.P. Morgan, 
Lehman Brothers and Merrill 
Lynch. Barclays Capital is the 
only European bank to offer 
an index for the future euro- 
denominated bond market 

Bankers say Europe’s tradi- 
tionally conservative investor 
base is gradually attuning 
itself to tracking broad bench- 
mark indices in bond markets. 
The idea is more firmly rooted 
in equity markets. 

“The big fund managers 
have increasingly to justify 
their performance to inves- 
tors," said Peter Harlow, direc- 
tor of fixed income at Barclays 


Capital. “Tracking an index is 
an obvious way of doing so." 

The big banks hope to 
mirror US markets where 
investors closely follow bond 
indices, including benchmarks 
for high-yield bonds and for 
the mainstream investment 
grade market. 

MSCI hopes its euro credit 
index will generate business in 
over-the-counter derivatives. 

Investors often enter into 
total return swaps on indices. 
They pay a floating rate of 
interest plus a spread to cover 
administration fees in 
exchange for receiving the 


equivalent return generated 
from an index over a given 
period. This saves investors 
directly investing in bonds 
covered by the index. 

However, some Investors say 
investment banks have over- 
stated the growth potential of 
the bond market in euros. 
Although with an estimated 
capitalisation of E3,000bn 
($3,500bn) Europe’s bond 
market is almost as large as 
the US market, it is considera- 
bly less liquid. 

Unlike the US market, which 
has a strong corporate pres- 
ence. the European market 


will be heavily skewed towards 
government bonds. Some 
banks, such as Barclays, have 
confined their indices to these. 

There is also intense compe- 
tition to provide the bench- 
mark equity market index. 
Surveys of fund managers and 
pension funds suggest MSCI is 
the most widely-used pan- 
European benchmark provider, 
but indices provided by Dow 
Jones and FTSE Internationa], 
partly owned by the Financial 
Times, are also gaining 
ground 


Petrobras. Brazil's state-owned 
oil company, is to begin rais- 
ing an extra $300m from an 
enlarged Eurocommercial 
paper programme in one of the 
first signs that international 
markets are re-oponing to the 
country. 

Access to international fin- 
ancing for Brazilian borrowers 
should further improve after 
the government agreed on Fri- 
day a $tlbn financing package 
with the International Mone- 
tary Fund and other interna- 
tional lenders to support the 
country’s externa] accounts. 

Brazil had been shut out of 
markets in August amid fears 
it would be forced to devalue 
its currency after Russia's debt 
default and devaluation. Many 
Brazilian banks and corpora- 
tions were forced to pay down 
external debt as foreign credi- 
tors refused to renew credit 
lines as they matured. 

But Petrobras. one of Bra- 
zil's largest and most sophisti- 
cated public sector borrowers, 
has now decided to increase its 
CP programme from SGOOm to 
S900m because of strong inves- 
tor demand. 

Cindy Powell, managing 
director at Chase Securities, 
which arranged the pro- 
gramme. said: “Petrobras has 
always managed its pro- 
gramme well, keeping spreads 
tight, and has built up a large 
following among investors.” 
However, the turbulence in 
international markets has 
driven yields on its short-term 
paper above the returns on 
longer-dated securities. 

A fixed Income trader in 
New York said: “Short-term 
debt [issues 1 are always the 
first to come back [after a 
crisis] and you are definitely 
seeing that now." 

Petrobriis first began issuing 
Eurocommercial paper, the 
money market equivalent of 
Eurobonds, in 1991 with a 
8200m programme, and has 
steadily increased issuance 
over the years. The company 
issued about SSOOm of the 
8800m available to it under the 
previous programme. 

Petrobras, tbe largest issuer 
of Eurocommercia) paper both 
in Brazil and Latin America, is 
expected to use the securities 
to help finance its oil imports. 


Eurozone, Page 27 


Editorial Comment, Page 17 
Lax, Page 18 



PHILIP COGGAN 


GLOBAL INVESTOR 


Asian headache not over 


i Chase Securities 19 Morgan Stanley O » 


19 Salomon Smith Barney 19 
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Most of us have been through 
it The party where the wine is 
flowing and caution is 
abandoned; the dreadful 
hangover in the morning and 
the vow never to over -indulge 
again. But only a few weeks 
later, it is Friday night and 
your friends are urging you to 
have just one more . . . 

Asian markets represent the 
potentially lethal beverage of 
tbe moment For years they 
represented many Investors’ 
exotic tipple of choice, than k s 
to a combination of rapid 
growth, low inflation, stable 
politics and financial reform. 
Instead of headaches, they 
brought a refreshing 
pick-me-up to portfolios. 

The pristine reputation of 
the region ensured that the 
disillusionment that followed 
tbe Thai baht devaluation in 
1997. and the subsequent 
financial turmoil in Asia, was 
all the greater. It seemed as if 
many investors might never 
touch the region a ga i n . 

But just look at tbe figures. 
The Indonesian market was up 
64 per cent in dollar terms In 
October this year. Bangkok 60 
per cent, Manila 48 per cent 
Singapore 40 per emit and 
Hong Kong 32 per cent While 
those rebounds reclaimed only 
a fraction of the previous 
losses they are even so the sort 
of gains investors normally 
cannot afford to ignore. 

But analysts remain 
sceptical, arguing that it has 
been a trading rally rather 
than a genuine case of 
long-term money piling into to 
the market After alL investors 
were caught out in the first 
quarter of the year. Back then. 


south-east Asian markets 
jumped more than 80 per cent 
as investors assumed that, 
with International Monetary 
Fund rescue packages in place, 
the economies would enjoy tbe 
kind of V-sbaped recovery seen 
in Mexico in the mid-1990s. 

But the picture looks much 
bleaker this time. After severe 
recessions in most countries 
this year, tbe mean forecast 
, for Hong Kong and Indonesia, 

• according to Consensus 
! Economics, is for a 2.8 per cent 
drop in gross domestic product 
next yean for Malaysia, a 0-5 
per cent decline; and for 
Thailand. 05 per cent. 
Singapore and South Korea are 
expected to show marginal 
1 rises. These figures would be 
bad enough for a developed 
! economy, used to 2-JL5 per cent 
trend growth; they will be 
! even harder to take in 
south-east Asia, where 6-S per 

cent annual growth was the 
recent norm. 

And the slowdown in the 
developed world makes the 
task of Asian economies even 
harder. Everyone is rooting for 
an export-led recovery, but 
export to whom? Not Japan, 
which continues in the 
doldrums, and not Europe, 
where growth forecasts for 
1999 are being rapidly scaled 
back. An even bigger issue is 
the scale of the financial 
restructuring needed across 
the region, of which the 
six-month debt moratorium 
announced by Thai Oil was 
only a foretaste. According to 
TNG Barinjg, tbe Thai 
corporate sector has a 
debt-toequity ratio of 168 per 
cent and Korea 185 per cent Jt 


estimates that 217 out of its 
universe of Asian corporations 
have serious solvency 
problems and that the 
majority of Asian banks have 
negative book values. 

Where is the capital to come 
from to fill these holes? 
Spreads on emerging market 
bonds have come down a bit 
J from the panic levels recorded 
I earlier, but so far there bas 
been virtually do issuance 
! from Asian corporates or 
banks. Equity Investors are far 
more eager to liquidate 
existing positions than to snap 
up new issues, and the region 
has so far shown a reluctance 
to sell businesses outright to 
foreign corporates. 

Throw in the failure of Asia 
so far to deal with one of its 
other problems - industrial 
overcapacity - and one can 
appreciate that it will be a 

long time before the region’s 

recuperation will be complete. 

At least the risk of a 
hangover may be getting 
smaller with each lurch of the 
cycle. As ING Barings points 
out valuations are more 
moderate this time round. 

Only China and Malaysia have 
historic price-earnings ratios 
above those prevailing in the 
first quarter of 1996. In terms 
of price-to-book (or asset) 
ratios, only China is above its 
1998 first-quarter high. 

But valuation measures 
matter for little when 
confidence in the region (and 
in the quality of tbe earnings 
and assets on which the 
valuations are based) is shot to 
pieces. Most investors are 
likely to “just say no” this 
time. 
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INTERNET FINANCIAL CONGLOMERATE LAUNCHES CROSS-SELLING VENTURE 
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Citigroup targets web-site sales 


By John Authors in New York 

Citigroup, the financial 
conglomerate formed by last 
month's merger of Citicorp 
with Travelers Group, is 
developing plans to cross-sell 
its different products online, 
using a marketing model 
borrowed from computer 
and software companies. 

Ed Horowitz, head of the 
e-Ctti support group, which 
is aimed at developing 
online strategy across the 
company, drew an analogy 
with sales of computers or 
web-sites, which often use 
one brand to support 
another. 

"The aspiration is that if it 
says ‘Inside Citi‘, it's going 
to work.” he said. “If I say I 
have a financial investment 
product brought to you by 
Citi, powered by Salomon 
Smith Barney, you get both 
brands in front of the cus- 
tomer, and we will position 
those brands according to 
what the customer needs. 

"In the cyber-world, the 
concept is common. It pro- 
vides a level of assurance. If 
it says 'Citi Inside' you are 
assured that what's being 
presented to you on the 
product side is what it's 
cracked up to be." 

Apart from Salomon Smith 
Barney, an investment bank 


with a large fund manage- 
ment business, other 
well-known brands within 
the new company include 
Travelers insurance. Diners 
Club credit cards, and Pri- 
merica life insurance. 

Citigroup's plans for 
increasing revenues in its 
consumer businesses - 
which made up the bulk of 
both predecessor companies 


‘We want to be 
within one click, 
one phone call 
and one mile of 
any customer in 
the world 1 


- have come under closer 
scrutiny since the announce- 
ment of a reshuffle at the top 
of its corporate and invest- 
ment banks two weeks ago. 
This left many analysts 
believing that Its best 
chances for raising sales in 
the short term lay on the 
consumer side. 

Mr Horowitz was recruited 
to the former Citicorp from 
Viacom, the media group, by 


John Reed, now the joint 
chief executive of Citigroup. 
He now reports to Mr Reed, 
and to Sandy Weill, joint 
chief executive and former 
head of Travelers. 

“The theory of the unit 
being set up as a support 
unit is that it will go across 
the corporation." he added. 
"As it relates to thing s like 
the internet and electronic 
commerce there are products 
and services that can be 
developed for the consumer 
world that have direct appli- 
cation for the corporate 
world, and vice versa.” 

The unit is intended both 
to help direct online sales, 
and to support conventional 
sales representatives. 

By emphasising the com- 
mon distribution channel as 
a brand in itself online, the 
company also hopes to bene- 
fit from the strong recogni- 
tion it has built up through 
conventional channels. 

Mr Horowitz said: “Con- 
sumers now have at their 
fingertips a variety of infor- 
mation from many different 
sources. I believe that they 
will gravitate towards the 
brands that they know and 
love. 

"The brands that they 
have experienced in the 
physical world are the ones 
they will gravitate to first. 



John Read: racnatad a-Citi's Hor ow i t z 


as long as those brands fulfil 
the promise." He made clear 
that the company thought it 
could use the sheer size as 
an asset: “We want to be 
within one click, one phone 
call and one mile of any cus- 
tomer in the world. We want 
to be within one mile of 
physical presence. That's the 
aspiration.” 


The company, he stressed, 
had deliberately decided not 
to have a large branch net- 
work in proportion to its 
size, and that a “physical 
p res ence" might include an 
ATM. or a small remote 
banking outlet in a super- 
market. 
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Compaq to promote AltaVista portal 


By Roger Taylor 
m San Francisco 

The race to build the most 
popular sites on the internet 
took a twist yesterday when 
Compaq said it would 
“aggressively promote" the 
AltaVista search engine it 
acquired as part of its take- 
over of Digital Equipment, 
the computer maker, in Jan- 
uary. 

The move ends debate on 
the future of the portal site. 
The sites guide users around 
the internet and offer addi- 
tional services such as mess- 
aging and news, and are 
thought to have the poten- 
tial to command customer 


loyalty and advertising reve- 
nues on a scale comparable 
to newspapers and TV chan- 
nels today. 

Leading portals such as 
Yahoo!, Excite and America 
On Line remain indepen- 
dent. However, the media 
companies. NBC and Disney, 
have invested in second-line 
sites and are preparing to 
spend millions promoting 
them. Microsoft also has 
ambitions to build a leading 
portal site and last week 
unveiled a new updated ver- 
sion of MSN.com. its current 
offering. 

Kurt Losert, acting general 
manager at AltaVista, yes- 
terday introduced a number 


of new features to his site, 
such as a search facility 
allowing users to ask ques- 
tions in natural language 
rather than having to know 
the correct computer terms. 
He said the upgrade was the 
first move in a plan to lift 
AltaVista from its current 
position as the tenth most 
popular portal and make it 
one of the top five sites on 
the internet. 

Mr Losert acknowledged 
that Compaq, which has 
grown rapidly through its 
skill in manufacturing low- 
cost PCs, lacked the media 
skills necessary to provide 
much of the content for an 
internet portal but said this 


would be addressed through 
partnerships. He said Com- 
paq would benefit by creat- 
ing greater synergies 
between its PCs and its 
internet sites, adding that 
most home PCs today are 
bought for Internet access. 

Compaq has been a leader 
in making internet-friendly 
PCs, being the first com- 
puter company to add spe- 
cific keys to PC keyboards 
that link to the internet. 
Compaq's Presario PCs have 
an instant internet access to 
Yahoo! and an internet 
search key linking to AltaV- 
ista. Although it is possible 
to change the presets on the 
keyboard. Mr Losert said 


that less than 10 pm- cent of 
users did so. 

He said there was consid- 
erable scope for further 
adaptation of the PC via 
more task-specific buttons 
which would link directly to 
services on the Internet. 

Other PC manufacturers 
also have links with internet 
sites. For example, earlier 
Mils mon th Dell entered intn 
an agreement with Excite 
under which buyers of its 
PCs will be directed towards 
the Excite internet site. 
However, Compaq is 
unusual among computer 
manufacturers in that it will 
own its own internet busi- 
ness. 


PC with fast internet connection launched 


Compaq, the largest 
manufacturer of personal 
computers, is attempting to 
push forward a step-change 
in the speed of internet com- 
puting. writes Roger Taylor. 

The company will today 
announce a new range of 
personal computers which 
will seU for $1,599 (£960) and 
come equipped with a DSL 
modem. These modems 
allow computers to connect 
to the Internet at 1.5 Mega- 
bits per second - about 300 
times Taster than the current 
standard 56k modems. 

Increasing the speed of 


internet connections, by 
introducing “broadband" 
technologies capable of dra- 
matically higher speeds, is 
seen as essential if the inter- 
net is to become as pervasive 
as the telephone. Currently, 
poor connection speeds 
make accessing the internet 
an often trying experience in 
which information can take 
a long time to download. 

Broadband access would 
allow virtually instanta- 
neous response, improve the 
quality of video and audio 
over the net. Industry 
observers say internet usage 


tends to double in homes 
with broadband access. 

Compaq plans to support 
all three leading broadband 
access technologies - DSL, 
which works over normal 
telephone lines, cable TV 
connections, and satellite. 

The company has entered 
into agreements with a num- 
ber of telephone companies 
including Bell Atlantic. SBC 
Communications. Ameri- 
tech. GTE. Bell South and 
Sprint who will offer DSL 
connections. It said it 
believed telephone operators 
would get the cost of a 


high-speed connection to 
below $S0 a month before the 
end of next year. 

It also has agreements 
with two cable operators 
(aiHome Network and Road 
Runner as well as DirecPC, 
the satellite business. 

The new PCs will come 
with software pre-installed 
to help users identity and 
connect with local broad- 
band services as they 
become available. 

The move to DSL technol- 
ogy has been made possible 
by the agreement last month 
of the G.Lite standard for 


DSL connections, which pro- 
vides access speeds lower 
than current commercial 
DSL connections. 

Telephone companies have 
been reluctant to offer low-, 
cost DSL connections to con- 
sumers for fear that it would 
undercut their lucrative 
market for offering high-cost 
DSL connections to corpo- 
rate customers. 

Compaq, which developed 
its low-cost DSL modems 
with Lucent Technologies, 
said it expected other suppli- 
ers to offer stand-alone low- 
cost DSL modems next year. 


British 

Telecom 

considers 

property 

spin-off 

By Norma Cohen, 

Property Correspondent 


British Telecommunications 
is considering several 
options fbr the ftitnre of its 
£2bn (&3bn) property port- 
folio, ypclnrifng .cp t nnlng off 
those assets into a sepa- 
rately managed property 
company. 

The internal discussions 
are said to be at a very early 
stage and no pmmriai advis- 
ers have been appointed. 
The move comes as new UK 
accounting standards, which 
require companies to dis- 
close the value of surplus 
leaseholds as a footnote to 
their balance sheets, are 
about to take effect. 

BT already has an exten- 
sive programme of property 
disposals and redevelopment 
projects and has an exercise 
under way which will allow 
it to use its premises more 
efficiently. 

The company has roughly 
8,000 surplus properties 
across Britain, including 
mniHwl nffiFBK atiri telephone 
exchanges. The modernisa- 
tion of switching facilities 
has left BT, like many tele- 
coms companies, with sur- 
plus properties and the 
restructuring of services 
have significantly reduced 
the number of employees in 
recent years. 

Telefdnica, the recently 
privatised Spanish telecoms 


company, has said it intends 
to spin off its real estate 
assets to a separate company 
and Bell Gawarfa has sold 
its property portfolio to 
TrizecHahn, a Toronto-based 
international real estate 
company specialising in 

nffinpR 

BT has considered a 
demerger of its real estate 
assets previously. In 1993, it 
had retained the investment 
bank SG Warburg to review 
a possible demerger, but the 
plans were later shelved. 

Possible alternatives 
Include a sale of aH or part 
of the property assets to a 
third party or Hating a com 
pany on the London Stock 
Exchange. 

Such a move would create 
the third or fourth largest 
listed property company in 
the UK. 

Alternatively, BT could 
consider a structure which 
would allow it to not only 
sell its property assets but to 
rid itself of aS property man- 
agement responsibilities by 
contracting the management 
and upkeep to a third party 
for a fixed cost 

The UK's Department of 
Social Security sold its 
entire estate to a consor- 
tium. Trillium, under a simi- 
lar arrangement last year. 
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A bond but no bonding 
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Karel Van Miert competition commissioner. British Air- 

and now it seems 0ac ‘ 

geopolitical operators in Brussels. Formula One may yet be 
SS tackier erf the two. but not by being the more ravyy.a* 

Tcomndsdon in^U on hafl le ft » 

nSoT&uer on the table smacks of arrogance, art For- . 
SSa One needs only the market's approval, oot Mr van 
Miert's. to get its $2bn Eurobond issue away. _ . 

What price investors will exact fbr taking on the risk of an 
angry commission is anyone’s guess. lt could 5® Jf I S*’ 
Sl if investors fear that the cashflows that hack the 
bonds could be affected by a commission ruhng. at^as 
Insisting on much shorter television contracts. The i bonds 
are also planned to be redeemed from tiw proceeds of an 
initial public offering, the prospects for which cannot have 
improved- 
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UK IT sector 

The speculative juices are 
{lowing across the Atlantic, - . . 

as frothy internet initial pub- SatiwrrtWwtotte 
He offerings return to favour. 

But in the UK, the mood is 
one of fretful watchfulness. 

The IT rally post its October 
plung e is fragile. This does 
not undermine the long-term 
bull for the sector across 
Europe. Europe spends 
nearly half what the US does 
on IT as a percentage of 
gross domestic product, so 
the scope for catch-up is sub- 
stantial The severe falls in 
UK IT stocks owe more to 
concern over valuations than 
fears over Industry growth. 

Most companies are still seeing no evidence of a sharp 
downturn in sales. Of course, the fear is that their ability to 
forecast gaming s js limited. And some software product 
companies have indeed been badly caught out by a dr amati c * 
slowing or deferral erf orders. Service companies, however, 
such as CMG, Logica and Sema - which dominate the UK 
in dex - are cushioned by longer outsourcing contracts, 
which are less vulnerable to a sudden squeeze on budgets. 

But the market’s severe downgrading has been salutary in 
correcting an uns us tainable anomaly: that of European sei^r 
vice companies trading on chunky pre mi u m s to their US 
peers. Some scarcity value was warranted, but not premi- 
ums of up to 40 per cent The UK IT party is over for the 
unoimMit, but not the hangover. 
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Short list of 
Coral bidders 


By Virginia Marsh 

Ladbroke. the UK gaming 
and hotel group. Is this week 
expected to inform prospec- 
tive buyers of the Coral bet- 
ting-shop chain which of 
than have been short-listed. 
Among those understood to 
have entered indicative 
offers for the 833-shop chain 
are the Tote, the pool betting 
operation, Stanley Leisure, 
the betting and casinos 
group, and several venture 
capital outfits. Ladbroke 
acquired Coral from Bass 
last New Year’s Eve for 


£363m but tbe deal was 
blocked on monopoly 
grounds. Ladbroke - which 
has until March 23 to sell the 
business - is the UK’s larg- 
est betting-shop operator. 

It had hoped to avoid a 
monopoly referral by agree- 
ing to sell 133 Coral 
immediately to the Tote 
deal that has now been 
celled. The government is 
believed to have cleared the 
Tote, which Is state-owned, 
to make a bid for the entire 
chain. It is thought that bids 
are in tbe £300m-£400m 
range. 


Masco bid for Heritage 


Masco, a US-quoted borne 
improvement and building 
products group with a mar- 
ket value of $9.7bn. has 
made a recommended £405m 
($67m) takeover offer for 


Bristol-based Heritage Bath- 
rooms. In addition to a 220p- 
a-share cash bid. Masco has 
made an alternative 220p 
loan note offer and two eam- 
ings-related loan note offers. 


Notice of Noteholders 9 Optional Redemption 


♦ 



Companhia 
Vale do Rio Doce 


(incorporated under the laws of the Federative Republic of Brazil) 

(the “Issuer”) 

U.S.S 200,000,000 

9375 per cent Guaranteed Fixed Rate Notes due 2003 
(the “Notes”) 

(formerly Notes of Celulose Nipo-Brasileira S.A. - CENIBRA) 

NOTICE IS HEREBY GIVEN that the Issuer will, at the option of the holder of any Note, 
redeem such Note on 21 December 1998 (the “Redemption Date”) in accordance with 
Condition 7 (c) of the Notes. Such Notes will be redeemed at 96.89% of their principal 
amount together with interest accrued up to the Redemption Date. 

To exercise such option, the holder must deposit such Note together with a completed 
redemption notice in the form obtainable from any of the Paying Agents, at the specified 
offices of any of the Paying Agents listed below. The period during which the option is 
exercisable commenced on 22 October 1998 and will now, notwithstanding Condition 7 (c) 
of the Notes, be extended and end on 9 December 1998. 

PRINCIPAL PAYING AGENT 
The Long-Term Credit Bank of Japan, Limited 
London Branch 
Alban Gate, 125 London Wall 
London EC2Y 5 AH 


LUXEMBOURG PAYING AGENT 
Banque Internationale a Luxembourg S A 
69, route d'Esch 
L - 2953 Luxembourg 


By? Companhia Vale do Rio Doce 
16 November 1998 


NEW YORK PAYING AGENT 
LTCB Trust Company 
165 Broadway 
New York, NY 10006 


US$150,000,000 

Floating Rate Capital Notes due 2001 
issued by 

BARINGS BV 

(i« mThf Netherlands) 

in January and October 1986 
gu a rant e ed by 

BARINGS PLC 

(in Hqsddstkm m 

NOTICE IS HEREBY GIVEN that the extraordinary 
resolution proposed at the meeting of the holders of tbe 
above-mentioned Notes (the “1986 Notes") held on 
11th November, 1998 was not passed. 

The proposed scheme of arrangement between, among 
others Barings PLC (guarantor of tbe 1986 Notes) and 
die trustee of the 1986 Notes, to which the terms of die 
resolution related, will not, as a result, be implemented. 

M.E. Mills 

joint liquidator of Barings PLC 
as agent and without personal liability 

Rutger Jan Graaf Scfaimmelpennmck 

in his capacity as curator (liquidator) of Barings BV 
without personal liability 
1 Ifh November, 1 998 


HSBC GLOBAL INVESTMENT FUNDS SICAV 
SoeMt d'lnvestfcnttDt & Capita! Variable 
7 roe do Mareh£-aux-Herba 
L-1728 Luxembourg 
RC Luxembourg B-25087 

CONVENING NOTTCF. 

Shareholder we hereby invited to mwmfr me 

ANNUAL GENERAL MEETING 


of vbarcholdeM of tmr Company •ale* >111 take place at the offices of HSBC 
MVESTMB fT FUNDS LUXEMBOURG SA 7 we da MaxM-aox-Hato. L-I73S 
Lmnsfaw*. <m 27 Notretber 1998 H I IDOam for the pome oTcanidafes md mchat 
•poo the fotastng efeade: ^ 

*’ report of the Board of Directors 

aodMhe report or the Auditors for (be period ended j| Inly 

~ AwOT wa! of t he fiaaocial uneanu and allocation of profits 
for the year ended 51 My 1908 
3. Disdsanp of the Directors 

4 ‘ Directors and ratification of the 

axrMoo of ooe Doeaor 

5. Section of Addrion 

6. Ifa rB neons 

^ BqtiicDeqaMimud 

•fll he often n the tnq4c up** of the 4ara pmcator icptocsKd and rodoo. 

Shareholders who wish W vise by pros* iMI return iWr r uen- 

Pt VtaT>IEN T FUNDS LUXEMBOURG 5A. 7 me da Manttw-Hobes. L-1728 
I n wrtm irg or send rl by fu i confirmed by uilt u HSSC NVfctvrst hiiwtw 
SA. 1+152(47 SS 
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Meeting of shareholders 


'hw 


KnntnHffc a It o tiW u Ma i w i aw 


Convocation for the Ganara) 

Meatinn of SharataMare to be field on Wednesday. December 2, 1998 at 
OMO am in the Hilton International Hotel, ApoUotaan 138. Amsterdam. 

Agenda 

1 Opening. 

2 Proposal to amend the articles of aaaociation. 

3 Any other business and conclusion. 

The proposal to amend the articles of association concerns the name 
change of the company in koninfcUjkeWessenen N.V. Copiro of the 
A genda, the proposal to amend the articles of association and the 
ver toofins tax i of the amended articles of association alter adoption of 
the proposal am, free of charge, as from today available at the office* of 

KonWdpe BofcWessanen nv and. in the United Kingdom, at the offices 
of Caronove & Co, Library, 12 Token house Yard, London EC2R 7AN. 

The Meeting is open to holders of Sham, Registered Ordinary Shares 
and Bearer Depositary Receipts, and to repreaantativea of the Prase 
upon presentation of thair press para. 

UhdararticJB40of the articles of attaodadon. holders of Bearer 
Depositary Receipts, Issued by ’Stictwing Adnrinistratiatwntoor van 
Aandeian Koninidijke BoMAtossanon', are endued to attend the Meeting 
in person, w represented by a proxy appointed In writing, «r*d to 
*»ressthe Mooting, provided that they have lodged their Baerer 
Depositary Rocaipt* or s receipt thereon with ABN AMRO Bank N.\£ 
tHareng ™ cW59 g - 1017 « Amsterdam), no tear then November 2fi, 
1998, in exchange for which a receipt win be issued which has to be 
handed over at the entrance of the meeting hall. In the event of a 
representative wishing to attend the Meeting, tta Executive Board 
ShfflJdhainB rccahaed Ms wrtowt proxy no later then November 2 B, 1988. 
AppficaTions not racetuod in time wiU be conaklered SnvaBd. 

Sac utive Board 

Amstatvam. Novombar It 199$. 
KoninWJks BoWMewie* nv. RO. Box 410. rwamMr 76 
NL-11B0AK Amnelveen, the Netherlands 
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FORMULA ONE - BERNIE ECCLESTONE 


Racing demon with all the cards 

A Financial Times-Panorama investigation reveals how the men who run world motor 
sport missed out on millions. Patrick Harverson and John Griffiths report 


Bernle Ecclestone, the 
diminutive 68-year-old mil- 
| lionaire who controls For- 
* nrala One motor racing, 
a simple motto: "You can 
buy anything in the world, 
as long as you’re prepared to 
pay too much for in" 

The theory has stood him 
in good stead over the 
decades as the former used- 
car dealer from Suffolk built 
a hugely profitable empire 
around his Fl interests, 
emerging as the dominant 
figure in the glamorous 
world of Grand Prix racing. 

His willingness to take big 
financial risks, and his abil- 
ity to extract maximum 
advantage from almost every 
deal he negotiates, have 
-■& made him one of the richest 

* and most powerful people in 
world sport. 

However, Mr Ecclestone's 
business skills will be put to 
a serious test this week 
when his bankers begin mar- 
keting a $2bn Eurobond 
issue designed to secure the 
financial future of the 
Ecclestone family and pave 
the way for the eventual flo- 
tation of his Formula One 
Holdings company. 

Persuading investors to 
buy the bonds in the mfrfrp i* 
of a European C ommissio n 
inquiry into alleged restric- 
tive practices in Formula 
One is also a big risk. 

The Commission's compe- 
tition authorities have made 
it dear they are far from sat- 
, lsfied with the complex 
9 financial arrangements 

* between Mr Ecclestone and 
the Federation Internatio- 
nale de 1’ Automobile, motor 
sport's governing body. 

Chief among the contracts 
being looked at by the Com- 
mission is the 15-year agree- 
ment - renewable for 
another 10 years until 2020 - 
between the F1A and Mr 
Ecclestone. This deal grants 
the Fl promoter the right to 
market the sport's highly 
lucrative television and com- 
mercial rights worldwide. 

A joint investigation of the 
contract by the Financial 
Times and Panorama, the 
BBC documentary pro* 
gramme, offers an Intriguing . 
insight into bow the busi- 
ness of Fl works. 
a? It is a story of how -the 


blue-blaze red, elderly admin- 
istrators of the FLA 
attempted to keep up with a 
razor-sharp, risk-taking 
entrepreneur, but produced 
what many believe amounts 
to an extraordinarily lop- 
sided deal that cost the 
sport's governing body mil- 
lions of dollars. It also 
a fortune for a former mar- 
keting director for the Marl- 
boro cigarette brand and 
Ecclestone associate. 

The story begins in 1987 
with the signing of the sec- 
ond so-called Concorde 
Agreement, the contract that 
defines commercial and 
sporting -relations between 
the FIA, the racing teams 
and Mr Ecclestone. 

tinder the 1987 agreement, 
it was agreed for the first 
time that the FIA would 
receive 30 per cent of FI’s 
television revenues in return 
for leasing the sport’s com- 
mercial rights to Mr Eccles- 
tone for five years. 

At the time, the money 
from TV was relatively mod- 
est. and the FIA’s income 
from Its 30 per cent share 
was less than Hm a year. 

By 1990, the collapse of 
Canal 5, the television com- 
pany that broadcast Fl in 
France, had made Jean- 
Marie Balestre. then presi- 
dent of the FIA, extremely 
nervous about the future of 
TV income and the value of 
the FIA’s 30 per cent cut 

Mr Balestre switched tack. 
He plumped for an annual 
royalty far FIA, rather than 
a percentage of increasingly 
unpredictable revenue flows. 
But instead of negotiating a 
new deal with Mr Eccles- 
tone, the man who brokered 
all of FI's TV contracts, he 
turned to Patrick McNally. 

Mr Balestre - an aloof, 
mercurial figure - had little 
in common with the rough 
diamond Mr Ecclestone. He 
felt more comfortable with 
Mr McNally, a UK business- 
man and long-time associate 
of Mr Ecclestone who had 
left his job at Marlboro to 
run a business handling 
advertising hoardings and 
hospitality facilities at Fl 
circuits. 

Under the deal, the FIA 
sold to ADsop Parker & 
Marsh, an Irish company 


controlled by Mr McNally, 
Its 30 per cent share of TV 
re venues. To return, it would 
receive from APM an annual 
fixed royalty. 

Based on figures provided 
by one of the Fl racing 
teams, the royalty payments 
are believed to have started 
at yarn in 1992, rising to 
just over 38m by 1986. 

At the time Mr Balestre 
thought it was a good deal 

The FT money flows 
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He also suspects the full 
membership of the FIA 
never knew about the huge 
sums of money Mr Balestre 
had negotiated away to 
APM- As Mi- Mosley puts ltr 
"He [McNally] certainly 
made a great deal of money 
from somewhere, because 
he's a lot richer now than he 
used to be." 

Asked why Mr Balestre 
passed up the opportunity to 
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for the FIA: Mr McNally was 
the insurance policy against 
the risk that TV revenues 
would collapse. Yet the con- 
tract turned out to be any- 
thing but favourable for the 
sports governing body. 

Instead of shrinking, FI’s 
TV revenues soared as 
motor racing took off as a 
flashy and exciting sport 
that millions worldwide 
watched on television. 

Between 1992 and 1996, TV 
revenues raised by Mr 
Ecclestone are said by an Fl 
team owner to have totalled 
3341m, with 30 per cent 
going to APM. The FIA is 
said to have received just 
$37m from APM, so APM 
made a profit of some $65m, 
according to figures pro- 
vided by toe Fl team. 

Neither Mr Balestre - now 
in his 80s and still working 
for toe French natkm»] auto- 
mobile association - nor Mr 
McNally were available for 
comment on the deaL 

However, Max Mosley, 
who ousted Mr Balestre as 
FIA president in 1993, admits 
the arrangement was hugely 
favourable to Mr McNally 
and that senior FIA officials 
were unhappy about It. 


rel- 


earn 30 per cent of the TV 
revenues, Mr Mosley said Mr 
Balestre could not have 
known they were going to 
climb so sharply. 

“He was always a great 
pessimist. He hated getting a 
percentage In dollars, and 
not a fixed sum in francs, 
and McNally was already 
giving him several times the 
biggest income he'd ever 
got” he said. 

By 1995, Mr Mosley was 
keen to renegotiate a more 
favourable deal for when the 
old Concorde Agreement 
ended in 1996. This time he 
was not going to involve Mr 
McNally’s company, but deal 
directly with Mr Ecclestone, 
with whom he would draw 
up a new contract, the FT 
Agreement, on revenue dis- 
tribution separate from toe 
Concorde deaL 

On the face of it, the deal 
Mr Mosley initially negoti- 
ated in 1995 with toe Fl chief 
for 1997-2001 looked just as 
unfavourable as Mr Bal- 
estre’s. This was because he, 
too, opted for an annual roy- 
alty rather than a percent- 
age of the TV take. 

Thus, in 1997 the FIA 
received a payment similar 


to the $3m it received in 
1996. By contrast, a 30 per 
cent share would have 

earned about $67m in 1987 
on gross television revenues 
estimated by industry 
experts of about $225m. 

With TV income rising 
steadily, toe FZA could have 
expected to receive another 
$250m or more over the 
remaining four years of the 
Fl Agreement up to 2001. 
Instead, the FIA stands to 
earn only another 340m from 
the annual royalty over toe 
final four years of the deal. 

So how does Mr Mosley 
defend his deal? The answer 
lies in Mr Ecclestone's plans 
to float his FT business. 

When the plans became 
public in 1997, bankers val- 
ued toe company at about 
S3bn. Immediately. Mr Mos- 
ley spotted an opportunity to 
renegotiate toe original reve- 
nue-sharing agreement with 
Fl and to secure the finan- 
cial future of the FIA. 

He thought he had done 
that by persuading Mr 
Ecclestone to grant the FLA 
a 10 per cent stake in toe 
company. 

When the flotation was 
delayed, Mr Ecclestone's 
bankers came up with the 
idea of a S2bn Eurobond 
issue. Mr Mosley moved 
quickly again, securing an 
agreement from the Fl 
supremo that 3100m of the 
proceeds of his bond would 
go to the FIA, money that 
would eventually be repaid 
from the sale of the FIA’s 
flotation stake. 

Mr Mosley argues that the 
3100m, plus the expectation 
of a much larger windfall 
when the Ecclestone busi- 
ness eventually floats, is the 
essential reason he did not 
pursue the option of retain- 
ing toe 30 per cent share. 

Besides, Mr Mosley argues 
that the FIA was no longer 
in a position to demand 30 
per cent of the huge TV reve- 
nues generated by Fl. 

Any demand by the FIA 
for such a large share would 
have been chartonguri, either 
by Mr Ecclestone or the rac- 
ing team* Asking for 30 per 
cent then would have been 
“fantasy land", Mr Mosley 
says. 

There was another reason 



‘Yon can boy anything in the world, as long as you're prepared to pay too much for rti 


for the FIA treading softly. If 
it had pressed for 30 per 
cent. Mr Ecclestone's share 
of the revenues, after paying 
the normal 47 per cent to the 
racing teams, would have 
fallen to only 23 per cent 

That would not have pro- 
vided enough money for Mr 
Ecclestone to cover the enor- 
mous costs of running and 
developing Fl - a global cir- 
cus involving two jumbo jets 
carrying toe teams, their 22 
racing cars, and all the 
equipment around the world. 

The clinching argument 
for Mr Mosley is the agree- 
ment with Mr Ecclestone 
that all rights to Fl, from TV 
coverage to merchandising. 


will revert to the FIA in 2020 
when the governing body's 
commercial agreement with 
his company ends. 

The difficulty is that both 
Mr Ecclestone and Mr Mos- 
ley have been conducting 
their business with little 
regard to the competition 
authorities in Europe, which 
are taking an increasing 
interest in the previously 
closed but highly lucrative 
business of sport At toe lat- 
est count the Commission is 
investigating more than 50 
potential breaches of compe- 
tition rules in sport 

In the case of Formula 
One, the Brussels authorities 
are concerned about the 


length of the agreements 
between the FIA and Mr 
Ecclestone; the validity of 
the FIA's claims to own the 
rights to Fl and all other 
motor sport championships; 
and the possible conflicts of 
interest arising from Mr 
Ecclestone's dual role as vice 
president of the FIA and the 
head of the company that 
negotiates commercial con- 
tracts with toe FIA. 

Unless Brussels approves 
the FIA-F1 deals, Mr Eccles- 
tone's ambitious plans for 
selling his bond and floating 
his business may never 
move off the starting grid. 
Additional reporting by 
Mark KiWck 
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The German stock exchange ban- 
ishes borders. Xetra* Release 3 
creates the electronic trading plat- 
form of tomorrow for equities, 
bonds and warrants. Regardless 
of where they are, participants 


have equal access to the German 
cash market This also smoothes 
the way to international coopera- 
tion . An important move in this 
direction is the alliance with the 
London Stock Exchange. 


More will follow. The start of a 
unified stock market spanning 
the globe. . 
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COMPANIES & FINANCE 


Commerzbank opens for business 

German group’s London launch is surrounded by doubts about over-capacity in the market 


By Bay Harris, 

Banking Correspondent 

Commerzbank Global 
Equities, one of a handful of 
investment banks whose 
expansion plans have been 
the talk of London all year, 
finally turns on its screens 
for business today. 

Mehmet Dalman. chief 
executive, says the moment 
reminds him of his days as a 
schoolboy try-out for Crystal 
Palace, the London football 
club. After days of rigorous 
tr aining - he says, bis players 
are finallv going to get the 
balk 

Aggressive recruitment, 
which has more than dou- 
bled the German bank's 
equities staff to 540, includ- 
ing nine top-rated analysts, 
has been met by scepticism 
in a market widely believed 
to be suffering from over- 
capacity. 

That scepticism has only 
increased during recent mar- 
ket turbulence and a first 
wave of job cuts elsewhere. 

Two other banks brack- 


eted with Commerzbank as 
aggressively expanding in 
London have lagged behind. 
Donaldson. Lufkin & Jen- 
rette, the US bank indirectly 
controlled by Asa of France, 
continues to "live test" its 
European operation, accord- 
ing to Hector Sants, global 
head of international equi- 
ties. 

DLJ would introduce its 
equities business progres- 
sively throughout December, 
with the goal of being fully 
open on January 4. the first 
trading day after the launch 
of the euro. 

The schedule has slipped 
further into the new year at 
Dutch-owned Rabobank 
International, which lost two 
senior equities executives 
earlier this month. 

Although Rabobank main- 
tained its commitment was 
unchanged, it admitted it 
would “not be accelerating" 
its phased development. 
Rivals believe this could 
delay the full operation until 
as late as June. 

In a final assessment 


before Commerzbank’s Lon- 
don launch, to be followed in 
two weeks by opening New 
York. Mr Dalman argues 
that it is well placed to pros- 
per even now. 

But like the bank’s new 
building in London's Grace- 
church Street - where inter- 

Aggressive 
recruitment has 
more than doubled 
the German bank’s 
equities staff 


nal walls and even the lifts 
are made of glass, and cam- 
eras are trained everywhere 
- he arfmite that if things go 
wrong, there will be 
“nowhere to hide". 

The business is building 
on Commerzbank's profit- 
able Frankfurt-based equi- 
ties operation which has 
now been redefined as pan- 
European rather than 


domestic German in focus. 

The overall equities busi- 
ness has exceeded its bud- 
gets so Sir in 1998. It is on 
course at least to match last 
year’s net income, even after 
taking account of the cost of 
hundreds of additional 
recruits who are not yet 
bringing in revenue. 

Mr Dalman said Commerz- 
bank also benefited by many 
steps it did not take in the 
past year. 

It decided against putting 
an Asian expansion plan 
into effect, against buying a 
Russian brokerage and 
against continuing its Joint 
venture with Wood & Co. the 
Prague-based central Euro- 
pean equities specialist 

The German bank's man- 
agement also kept its nerve 
and did not change its strat- 
egy or compromise on qual- 
ity of staff when markets got 
choppy, he said. 

Preparations suffered, 
however, because the equi- 
ties business had relied oo 
internal settlement 
operations and risk control 


models. It had also been too 
slow in getting rid of people 
who did not fit in with the 
bank's management 
approach. 

Many other investment 
banks have product heads 
and regional managers. 
Commerzbank has added a 
third dimension of “disci- 
pline” heads, who are 
charged with ensuring that 
the bank’s trading philoso- 
phy - always being market- 
neutral. for example - Is 
always followed. 

Some of these discipline 
heads, who do not bring in 
any revenue themselves, 
have product responsibilities 
in different areas. 

The structure has sparked 
useful internal debates about 
trading philosophy, Mr Dal- 
man said. But those familiar 
with the problems suffered 
by investment banks with 
more conventional matrix 
manag ements might begin to 
wonder whether the extra 
level of complexity might be 
regretted once business 
begins. 


Thyssen warns of worse conditions 


By Tony Barber hi Frankfurt 

Thyssen, the German 
industrial group merging 
with Krupp, has said market 
conditions have become 
harder for all its divisions in 
the past few weeks. 

Its business prospects, like 
those of other German 
exporters, were being hit by 
expectations of tower growth 
around most of the world. 

It said: “High orders in the 
car and machine-building 
industries are having a stabi- 


lising effect on production 
and employment . . . but. 
even so. a slight weakening 
has been noticeable in all 
divisions in recent weeks." 

it added that orders were 
still satisfactory at the start 
of the company’s new busi- 
ness year. 

Ruprecht Vondran. presi- 
dent of the German steel 
association, said last week 
steel-makers would remem- 
ber 1996 as one of the most 
successful years of the past 
three decades, but conditions 


had taken a turn for the 
worse last summer. 

As with other European 
exporters, the outlook for 
Thyssen’s steel business, 
which accounts for oneihitd 
of group turnover, has dark- 
ened mainly because of the 
crises in south Asia, Russia 
and Latin America. 

He told a steel conference 
In DUsseldorf that German 
exporters were experiencing 
more intense competition 
from suppliers in eastern 
Europe, Brazil and Japan. 


Since the US had begun to 
limit access to its own mar- 
ket, salet* competition was 
especially strong in the 
European Union, which was 
now the world’s only big 
open steel market, he said. 

Thyssen’s shares rose 
more than 4 per cent to 
DM297.80 on Friday after the 
group reported a record 
profit from ordinary busi- 
ness activities of DM2.06bn 
($l-22bn) in the year to Sep- 
tember 30, against DM1.48bn 
in 1996-97. 


Overall pre-tax profit fell 
from DM3.34bn to almost 
DM2.32bn, but the 1996-97 
figure included extraordi- 
nary gains of DMl.86bn com- 
pared with only DM255m in 
1997-98. 

Thyssen shareholders are 
expected to approve the 
merger with Krupp at an 
extraordinary meeting in 
early December but some 
have complained that the 
terms favour owners of 
shares in Krupp, the driving 
force behind the merger. 


Market 
turmoil 
dampens 
Aegon 
forecast 

By Gordon Cramb in Amsterdam 
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Aegon, the Dutch insurer, 
has subtly revised its profit 
forecast for the year, saying 
it now expected an increase 
in net earnings “approximat- 
ing'’ 25 per cent. That was 
the qualifier the company 
had used until August, when 
it stressed it was upgrading 

its projection to “at least" a 

rise of that rate. 

The group, which made 
net profits in 1997 of 
Fl&2lbn ($1.2ba), on Friday 
reported a 33 per cent boost 
at the nine-month stage to 
FIL99bn. 

It acknowledged that vola- 
tile equity markets, a drop in 
interest rates, and a depreci- 
ation in the dollar and ster- 
ling against the guilder were 
all negative factors, but said 
their effect on earnings for 
the year would be limited. 

The results for January- 
Sept ember were a shade 
below the average of ana- 
lysts’ expectations. Shares in 
Aegon, which have strongly 
outperformed the Amster- 
dam market this year, 
slipped 3.4 per cent oo the 
news before recovering to 
close just 50 cents lower at 
FI 1SL50. 

For the third quarter 
alone, earnings were 
FI 678m. That compares with 
FI 594m in the same three 
months a year earlier, the 
first period to include a con- 
tribution from the insurance 
operations bought from 
Providian in the US. 

Income from banking fell 
from FI 60m to FI 44m in the 
quarter, reflecting the sale of 
FGH Bank in Germany. 

Aegon, which is also seek- 
ing to shed the Amsterdam- 
based Bank Labouchere, at 
the weekend announced a 
reshape of its deal agreed in 
June with AOT, a market 
maker. To overcome regula- 
tory objections, specialist 
share trading activities are 
to be held separately. The 
insurer will initially retain 
some 57 per cent of . the 
merged AOT Labouchere. 

Aegon is seeking to focus 
on life assurance and pen- 
sions. Premium income at 
FI I9.36bn was up 26 per 
cent. Investment income was 
30 per cent higher at 
FI 8^2bn_ Aegon's account- 
ing policy on bookhig gains 
in equities means the “effect 
of short-term market volatil- 
ity an investment income is 
dampened", it noted. 


Media 
group 6 in 
move for 
Springer’ 

By Frederick StSdemana 
In Berta 


T 


Bertelsmann, Europe’s 
biggest media group, is 
reported to be dose to final- 
ising the acquisition of a 
majority stake in Springer 
Verlag. a scientific pub- 
lisher, as part of a move to 
establish a commanding 
position In the specialist 
publishing sector alongside 
more established companies 
such as Reed Elsevier and 
Wolters Slower. 

According to Der Spiegel 
magazine, Bertelsmann 
intends to acquire 85 per 
cent of privately held 
Springer for about DMlbn 
<*592m). 

Heidelberg-based Springer, 
which publishes scientific, 
technical and text educa- 
tional bodes, is not related 
to Axel Springer Verlag, the 
newspaper and magazine 
publisher. 

Bertelsmann said it did 
not want to make a com- 
ment on the report “at the 
present time". 

Buying into Springer 
would roughly double the 
sales at Bertelsmann special- 
ist publishing unit, which 
last year had a turnover 
of DM60Qm, and strengthen 
the group's plans to estab- 
lish a joint-venture in 
this area with Havas of 
France. 

A merger of the two com- 
panies’ specialist publishing 
interests would produce an 
organisation with sales in 
tbe region of DM2J2bn. mak- 
ing it the world’s third 
largest 

• Deutsche Telekom, the 
partially privatised German 
telecommunications com- 
pany, has been given official 
clearance for a 15 per cent 
increase in monthly fees, 
announced last year, 
charged to users of its cable 
television network. 


NEWS DIGEST 


TELEVISION 


Eastern European group 
suffers deepening losses g 

The financial crisis in Russia prompted muttjw&mai "- 
groups to cut back on advertising budgets. |e gJW» 
deepening losses at Central European Media Enterpras, 
thelroubted pioneer of privately owned atfmMari Man- 
sion in eastern Europe. Losses rose to $35m hi the third 
quarter of 1998, from $18.8m a year earlier. 

The company is facing serious financial 
Poland and Hungary and warned that it couWface write- 
offs of up to $8Q.7m on the value of its investments tn 
Poland, if ft were unable to resolve continuing (tormtets 
with ITI. the Polish media group, over the running of TVN, 
their joint venture television network. ^ 

Ronald Lauder, one of the heirs to the Estee Lauder 
cosmetics fortune and controlling shareholder and non- 
executive chairman of CME. has been forced to provide 
additional equity capital to shore up the groups fiances. 

He is to inject $22.7m into CME through RSL Capital, his 
whollv owned company. He Is subscribing to new stock at 
Ss^MInlEriMi year CME shares have fallen 

from $30 to about $8. . „ ... .. Z 

CME is seeking to strengthen its finances further through 
a new $25m credit fine and through the sale of Its 9.6 per 
cent stake in Mobil Rom. one of two mobile phone Opera- 
tors in Romania. In Hungary CME is bang forred to take 
heavy write-downs on programme rights, which rt acquired 
last year, before it lost the tenders for two national broad- 
casting licences. . , 

The write-down totalled $3.66m in the third quarter fol- 
lowing a write-down of $1 0.96m in the second quarter. 
Further write-downs of $l2.2m are expected including 
$4m in the fourth quarter and the balance in 1999 and 
2000. The group suffered a net loss of $88. 7m in the first 
nine months compared with a loss of $60.6m a year ago. 
Kevin Done 


TELECOMMUNICATIONS 


Optus price boosted 

Strong interest from overseas investors in the flotation 
tomorrow of Cable and Wireless Optus, Australia’s secon^ 
largest telecoms company, helped boost the final price to 
AS2.15 per share, Optus said. This was at the top of the 
indicative range set for institutional bidding and 16 per 
cent higher than the $1.85 a share paid by retail investors. 

Optus, 52.8 per cent owned by Cable and Wireless of 
the UK, will fist on the Australian Stock Exchange with a 
market capitalisation of A$8bn (US$5.1 bn), putting it 
among Australia's 20 largest stocks. The relatively smaH 
size of toe institutional book, with 375m shares, and toe 
limited retail offer, was due to moves by C&W to subscribe 
for nearly half the shares being issued or sold, and the 
offer by Mayne Nick! ess, the Australian transport and 
healthcare group, of its 25 per cent Optus stake to its own 
shareholders at toe $1 .85 retail price. 

Gwen Robinson, Sydney 

Panafon sees strong demand 

Greek retail investors are today expected to subscribe - 
heavily to a public offering by Panafon, the first of 
Greece's three fast-growing mobile telephony operators to 
be fisted. Roadshows in Europe and the US have triggered 
strong institutional demand and the price range for thej z 
offering was raised at the weekend to Dr4.700-Dr5.10d£f- 
shara The final price will be set on November 19 after 
book-building is completed. 

France Telecom has offered up to 38.4m shares, equiva- 
lent to 15 per cent of Panafon ’s equity, to Greek and inter- 
national investors. The offering values Panafon at 
Drl ,200bn-D]i ,300bn ($4_2bn-$4.6bn). The sale will 
reduce the French operator’s holding to 20 per cent 
Vodafone of the UK will retain control with 55 per cent and 
Intracom, the Greek telecoms equipment manufacturer, will 
keep its 10 per cart stake. Panafon has doubled its sub- 
scribers to 950,000 in the past year and claims a 56 per 
cent share of Greece’s cellular market 
Kerin Hope, Athens 

KDD under pressure 

Growing competition in Japan’s telecoms market put pres- 
sure on KDD, the country’s third largest operator, in the 
first half, but DDL a larger competitor in toe domestic mar- 
ket, was able to buck the trend. KDD’s revenues from 
operations were down 6 per cent from Y153bn to Y144bn W 
($1 . 2 bn). Pre-tax profits before exceptional fell 45 per 
cent from Y9.2bn to Y5.1bn, while net profits were down 
52 per cent from Y4.5bn to Y2.1bn. 

The former dominant international carrier blamed toe 
downturn on liberalisation of toe international leased fine 
market and a lower accounting rate on traffic between the 
US and Japan. The accounting rate, which resulted in a 
drop in revenues of Y6.1bn, is toe amount paid by one 
carrier to another carrier which brings in traffic from a for- 
eign country. 

On toe positive side, KDD’s domestic service, which 
started in July, is expected to help support revenues in the 
second half. At the end of August, the service registered 
1m calls a day. Competition is expected to continue to 
bite, \tfth KDD’s full-year pre-tax profits before exception- 
al forecast to fall from Yl6.8bn to Y9bn, and net profits 
to drop from Y8.5bn to Y5bn, on revenues up from 
Y316.4bn to Y329bn. 

DDI, an affiliate of Kyocera, toe high-tech ceramics man- 
ufacturer. reported group first-half revenues of Y618.7bn, a 
6 per cent rise. Pre-tax profits before exceptional 
amounted to Y41.3bn, up 4 per cent, and net profits more 
than tnpied from Y4bn to Y15.5bn. mainly as a result of 
tower taxes. The company said results were affected by a 
rail in prices, which are forecast to cut full-year revenues 
by Y38bn. NBchiyo Nakamoto, Tokyo 


TRUCK MANUFACTURING 


.A 


Isuzu in deficit 

teuzu Motor, Japan’s leading manufacturer of trucks, said 
the country's recession and the Asian crisis forced it into 
its first interim deficit for four years. Analysts said the 
wreak yen had prevented even heavier losses. The group, 
37.4 per cent owned by General Motors, the world's larg- 
^ ufactun. of motor vehicles, moved from pre-tax 
puteofYS ran to losses of Y5.24bn ($42.9m) or turn- 
Over down 1 8.5 per cent to Y467.97bn 
The heavy truck division, which relies heavily on manu- 
demand, suftoed toe largest decline, with 

down 35 per cent to 22.850 units. This was 

mdustiy 33 3 &uck sates in 
Japan fell 38 per cent as manufactures, facing collapsing 
^nandarrf a deepening credit crunch, scaled 

*5?' Exports 01 “aht and heavy trucks, 
S^ by «H^liIf? k o yen 30(1 ^ of te recreational 
PerCemt0 1 14 - 669 units- isuzu does 
not sell passenger cars overseas. 

_Rra group, whto, calculated its results at a yen-doilar 
SSTaj/ 128, fr 0 ™ t* 18 yen's weakness against 

were first haff - ^ year, forex gains 

STfiifS after taxes and exceptional were 
YZ.33bn, in fine with the company's forecasts. It 
suspended its interim dividend. 

s ™' Jp . ^ fared better ttian expected 
brauseof rts product mix. "Isuaj's fortu^ wWbetter 
simply because they were not purely dependent on the 

STSdSmTh Usher ’ industry 
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Froth returns to market as 
investor appetite recovers 

.The sharp rebound in the equities has provided a window of : 
■opportunity for IPOs write Vincent Boland and John La bate 


F ive successful debuts on 
Wall Street last week, 
topped off by Friday’s 
stellar rise of internet com- 
pany theglobe.com, marked 
a spectacular return from 
the brink for the initial pub- 
lic offering market after its 
early autumn shutdown. 

Shares of theglobe.com 
closed at S63 1 /* on its first 
day, a 606 per cent rise that 
was easily the biggest pre- 
mium ever for an IPO.- 
Earlier in the week the 
third largest IPO ever. Fox 
Entertainment, also proved a 
hit with investors, but was 
-less of a surprise to the mar- 
ket. 


tarions of another easing in 
rates stiD run high in the 
minds of many investors. 

Should the Fed hold on 
interest rates on Tuesday, 
investors could swiftly sell 
some of their most expensive 
holdings, triggering another 
fall-off in internet shares. 

Compared with its US 
counterpart, the European 
IPO market is much more 
sedate, but it has also 
rebounded well from the 
sharp slowdown seen in Sep- 
tember and October, when 
the emerging markets crisis 
threatened to bring the 1990s 
bun market to a halt. 

The flotations last week of 


big new offerings in the tele- 
communications sector! 

Issues that had the virtues 
of liquidity and size bad a 
relatively smoother passage. 
"The market is back for good 
companies with good valua- 
tions that offer liquid- 
ity," says Brad England of 
Merrill Lynch in London, 
which led the Sonera Goat 

A test of investor senti- 
ment towards smaller 
companies comes this 
week with the start of a 
roadshow for Class Editori, a 
fast-growing Italian publish- 
ing group. It is offering up to 
S8Sm worth of shares in a 


Large, brand-name offer- transaction that value 


tags were less impacted by 
the IPO freeze-out of recent 
months. Internet stocks have 
been at the frothier end erf 1 
the new issues market this 
year, and thegIobe.com "s per- 
formance suggested the 
froth has returned, with a 
vengeance, even for small, 
less wen known companies. 

Analysts in the US, how- 
ever, are not generally 
expecting a sustained 
rebound in the IPO market 
to levels seen earlier this 
year. “We're not quite out of 
the woods yet," said Randall 
Roth, analyst at Renaissance 
Capita] in Connecticut. “A 
lot of things could go wrong 
between now and the begin- 
ning of the year.” 

Although many more IPOs 
are now expected to come to 
market, the holiday season 
is traditionally a time of 
slowdown in the new issues 
market. Should tbe market 
continue to recover into 
December, a sharp and sus- 
tained ramp up in IPO offer- 
ings is not expected until 
January. 

Another hurdle for the 
market is tomorrow’s meet- 
ing of the Federal Open Mar- 
ket Committee. The recent 
comeback in stocks, espe- 
cially in riskier small cap 
and IPO shares, owes much 
to recent rounds of interest 
rate cuts by the Fed. Expec- 


A lingering fear in 
the markets is the 
possibility that 
interest rates may 
not fall as much as 
investors expect 


Sonera 


Finland 


it at sanm. and is one of the 
few It alian companies to 
seek a tin t in g since the mar- 
ket downturn. 

Bankers expect activity to 
drop off sharply again at the 
end of November, after when 
the timescale for launching 
an IPO is too short before 
the holiday period sets in. 

A lingering fear in the 
markets, however, is the pos- 
sibility that Interest rates 


Poland’s TPS A were proof may not fall as much as 
that IPOs can be completed investors expect between 


even in relatively difficult 
markets, and there is no 
doubt that conditions now 
are more difficult than they 
were earlier this year. 

Investor interest was 
strong nonetheless - the 
international tranche of 
Sonera attracted demand for 
30 times as many shares as 
were being offered. 

Bankers said the sharp 
rebound In stock market lev- 
els in the past few weeks 
bad provided a window of 
opportunity for IPOs that 
had been waiting on the 
shelf since share prices 
began to slip in early 
autumn. They attributed the 
rebound chiefly to the US 
Federal Reserve’s decision to 
cut interest rates. 

However, the rebound did 
not spread across the spec- 
trum of IPOs in a European 
market still dominated by 


now and the end of the year, 
which could leave stock mar- 
kets vulnerable to another 
downturn. 

The focus now, however, is 
on two giant secondary offer- 
ings to be completed before 
the year end. France Tele- 
com’s FFrSObn ($&8bnj issue 
- part shares, part convert- 
ible bond - is already in tbe 
market and Is to be followed 
by the fourth tranche of Nip- 
po n Te lephone & Telegraph. 

NTT’s will be a giant issue 
for a company that has 
never managed to win over 
investors. But the solid suc- 
cess of the IPO for DoCoMo, 
the Japanese mobile opera- 
tor, should provide some 
comfort That was the big- 
gest ever IPO, carried out in i 
the teeth of the market 
downturn. NTT’s issue, how- 
ever, will test a lot of weary 
investors. 


CROSS BORDER M&A DEALS 


rfi (Kafr) 

Srarafca Handafebankan 
(Sweden) 

Den Dansfca Bank 
(Denmark) 

OTE (Greece) 

Bergen Brunswick (US) 

USinor (France) 

Senior Engineering (UK) 
Peptide Therapeutics (UK) 
SAirGroup (Switz) 
Colgate-Palmolive (US) 


Exor (Luxembourg) 

Fofcus Bank (Norway) 

Fokus Bank (Norway) 

Rom Telecom (Romania) 

Stadtander Drug Co 
(Canada) 

J&L Speciality Steel (US) 
Jet Products (US) 
Or aVax (US) 

LTU (Germany) 

C-P Son Hal (Vietnam) 


Holding company $1.6bn 
Banking $777m 

Banking • $75 1m 


COMMENT 

Group restructure 

Offer upped 
after. . . 

...surprise bid 


Telecoms S675m WUaJ 35% 

Pharmaceuticals $400m Course! dapaaal 


Steel SI 15m Terms improved 

Aerospace parts S56m Largest to date 


Biotechnology 


Consumer prdete n/a 


Ride to rescue 
Two-stage deal 
JV partner buy-out 


***** 

ANSETT AIRCRAFT 
FINANCE LTD 
DSDflSjnUOD 
HMffeB Rite *«*>*■ 2 lin 

Nodes b horotoy given that pmsuanr » 
paragraph 6.(D>"Man*toy 
by Ihs Issuer in Part by Certain Inure* 
Payment Dates" c* the Terms anti 

Conddons of Notes, fte Mowing Notes 

in the principal amount of USD 
10.410.000 hove been drawn by lot and 
ore due for redsmpuon ei 100% fete 
accrued Were* a# oScaa Oldw 
principal paytos ajfe’t 0,1 thoixeresJ 

paymentdatBDecwnOersidt.wee- 

tto. BBS to No. 985 taduded 
No. 2905 te No. 2949 Induded 
No. 3303 to NO. 3447 (nchteed 
inwwawil ceese to accrue on the Notes 
caSod for redemption on and teter the 
Redemption Dbib. 

Payment wB be made upon ptesentadon 

ant sunonder at the Nows, together wBh 
alt (atpurtenani coupons maturktg 
subsequent » the Redemption Date. 

The nomfcutf amount outstanttetg after 
December 24th. 1998 wfll be USD 
60.tt0.000. 

■we wwv T*»rucs«rt _ , 

riTTD bipilWiiteiMM 
UAmJB (LowstemlRA 


f EUROMTS LIMITED 1 

threrporated in XnfiaaA muter 4fceCawp«*»e» Art JUS) 
Sr*tete*rfiMai&crJS»7SZ ’ 

announcement to the parnivnoNB that have applied 

TO SUBSCRIBE FOR SHARES IN THE CAPITAL OF THE COMR4NY 
A Board Meeting of tbe above-named company will be held at die Savoy 
Hotel, Strand, London WC2R OEU. on Thursday 19 November 1998 at 
JfkOOa®. 

At such Meeting, tbe Board of EuraMTS limited will eonfira winch 
iiwtiunio&s have been successful m tbsr ap pli c a tions for Ctesa TT Stares in 
die capital of the Company to accordance with the terms of the Offer letter 
dated 14 September 1998. Tbe Beard will h*ae and aUot the appropriate 
number of Class ‘B* Shoes to each suajemhil applicants. In addition, the 
Board will issue sod allot ttasa ’A' Shares to MTS S.pA 
Following such allocmenta, the Board will invite the new shareholders to 
appoint dircctora to tbe Board in accordance with the Articles cfAseodetian of 

the Company 

EunAnS Limited has been estah&bed to orgaaiBe, manage end adarinnfer a 
new electronic market for Emo gffemoent bond benchmarks doe to start in 
early I99&. It ia anticipated that such market will be the largest electronic 
market fijr treasury securities to the wartd. 

Begiatend officer 80 Onfflce Sbtd, Iaodoe BC4N 9IP 
mux MMMHMf she* "t* tvnt&atr an off*, or 
. e mhdiaacm ofaa afirr. fortAarm* /he Canpaoyi > 


Confetti ds 
PramocUndB 
MinvanttnPftwKta 

COPR! 

BIDDING RULES 

INTERNATIONA!. PuBIJC TENDER AND PRE-QpAJJFl CATION 

cnR the Privatisation via Capitalisation of Empresa de 
£e^ao6n ELtcHUCA Machupicchu SA. - EGEMSA 
The Special Convince for Privatisation of the Regional Elecmrity Companiea ie 
Pen, established bV Dea « Na » behoof rite Coma,*. 

2 modtfi, de U inrenHn Privatia - COPRL hereby mfbras mtersted pamea 
ofchc initiation of the process for the privansaoon via capitalisation of 

FMPRESA DE GENERACI6N ELfiCTRICA 
MACHUPICCHU SjL - EGEMSA 

0 . , v „ Rules have been available since 10 November 1998, and can be 
T urch!^i tJreJn the hours of OWK) and ITM hours at die following address: 

PU C Comitfi Especial de Privatizaci6n de las Empresas 
Reffionales de Electriddad 
Av. Las Artes 260, San Borja, Lima, Peru 
Tel: (5U) 475 0535 Fax: (511) .475 0135 


COMPANIES & FINANCE 

GLOBAL EQUITIES JURY STILL OUT ON SHARE STRUCTURE 


DaimlerChrysler to start trading 


By Tracy Corrigan ta New York 

When shares in the merged 
DaimlerChrysler start trad- 
ing tomorrow, it will mark 
the latest attempt to create a 
global market in equities. 

The “global ordinary 
share" structure of the 
shares is the first of its kind, 
offering Q^aroip-gR tr ading in 
a D-mark and US dollar- 
denominated instrument in 
Frankfort and New York. 

However, the jury is still 
out on whether a genuinely 
globally traded share is yet 
feasible. In spite of tbe rapid 
globalisation of markets in 
I recent years, holdings of 
stocks remain concentrated 
in domestic markets. 

Also, it is quite possible 
that even if the share is tech- 
nically global, trading will 
flow to the home market if It 
offers greater liquidity. 

“When the global ordinary 
share was designed, it was 
with the intent of having the 


first truly global share. In 
the US. it will be no different 
from IBM and Coca Cola.” 
said Alan Sheriff, managing 
director of equity capital 
markets at Credit Suisse 
First Boston, which helped 
design the structure. 

Last month, however, the 
plan met a setback, when 
Standard & Poor’s, tbe US 
ratings agency, derided to 
exclude the merged Daimler- 
Chrysler group from its S&P 
500 index, one of the main 
US stock market indices. 

The result in the run-up to 
the delisting of Chrysler 
shares on Thursday evening 
has been substantial selling 
by US index-tracking funds, 
which aim to match their 
performance to that of tbe 
S&P index. 

Analysts estimate that 
about 50m shares have been, 
or will be, sold by index- 
trackers as a result of that 
exclusion - some 5 per cent 
of the total. Many of the 


shares may find their way 
back to Germany, where 
DaimlerChrysler now 
accounts for a heavy weight- 
ing In the Dax index. 

David Healy, auto analyst 
at Burnham Securities, 
points out that sellers 
include not only indexers 
but “closet indexers” - 
mainly mutual fund manag- 
ers who are not technically 
index-trackers but keep an 
extremely close eye on the 
S&P's performance. How- 
ever, Mr Healy believes 
“that pressure will disappear 
over the next few months”. 

Furthermore, US fund 
managers may be won back, 
because DaimlerChrysler 
shares represent a “statisti- 
cal bargain”. Mr Healy 
expects the DaimlerChrysler 
global shares to start trading 
at about 975 a share, some 10 
times 1999 estimated earn- 
ings. This is higher than 
Chrysler's historic price/ 
earnings ratio of 7 to 8 times. 


but well below Daimler’s 20 

times. As a result he 
believes that the shift of 
ownership away from the US 
as a result of the merger will 
be minimal, probably about 
2 per cent. 

Tbe global share is not the 
only option for companies 
keen to encourage US owner- 
ship. The conventional route 
- an American depositary 
receipt or ADR listing - has 
worked reasonably well for 
European companies, such 
as Hoechst. the German life 
sciences group. 

Hoechst listed its ADRs on 
the New York Stock 
Exchange in September 1997 
and has seen the proportion 
of US shareholders rise from 
6 per cent to 10 per cent. 

However, the transaction 
costs for ADRs - higher 
than for tbe new global 
share structure - still dis- 
courage some investors. 

“It will be up to the mar- 
ket to decide, but we have a 


hard time believing that you 
can build a global market if 
you have to change instru- 
ment'’ in order to trade 
through different time zones, 
says Georges ligeiix. group 
executive vice-president, 
international, of the New 
York Stock Exchange. 

Next year, the NYSE will 
start trading shares in about 
12 European companies in 
both ordinary and ADR 
form, and it tvtil also he mar- 
keting the global share 1.1111- 
rept to other companies. 

But there is no clear pic- 
ture yet of how US investors 
will view Daimler Chrysler 
shares. Some plan to include 
(hem In domestic (x>n. r < -litis 
while others will buy the 
stock for international port- 
folios. 

The issue, says Mr l : peux. 
has reopened the serious 
question of how investors 
should ptuv the equity mar- 
kets. as htg companies 
become increasing!} global. 


Icelandic bank IPO oversubscribed 


By Thn Bart in Stockholm 

The Icelandic government 
hailed the success of its pri- 
vatisation programme at the 
weekend after an initial pub- 
lic offering in Icelandic 
Investment Bank, the state- 
owned commercial lender, 
was four times subscribed. 

Share subscriptions were 
cut back sharply after more 
than 10,700 investors - some 
4 per cent of the total popu- 
lation - took part In the 
country's largest privatisa- 
tion, involving 49 per cent of 
Icelandic Investment Bank, 
known in Iceland as FBA- 


The government said it 
had received share applica- 
tions worth IKrl8.9bn 
(S269m), against Kr4-7bn of 
shares on offer. Total turn- 
over on the Icelandic stock 
exchange, by comparison, 
was KrfL8bn in tbe first 10 
months of this year. 

Heavy demand among pri- 
vate investors forced maxi- 
mum subscriptions to be 
scaled back from IRr4.2m 
shares to just IKr504,000. The 
success of the offering has 
persuaded the government 
to earmark its remaining 
holding in FBA for disposal 
early next year. 


The privatisation follows a 
significant restructuring of 
the Icelandic financial ser- 
vices industry, dominated 
this year by the creation of 
FBA through the merger of 
four state credit funds: the 
Fisheries Investment Fund. 
Industrial Loan Fund. Indus- 
trial Development Fund and 
Export Credit Fund. 

Most of the country's larg- 
est commercial banks have 
also been turned into limited 
liability institutions. The 
government, moreover, has 
reduced its controlling stake 
in Tawdshawlri , the Tiatjp Tial 
bank of Iceland, and 15 per 


cent of Bunadarbanki. the 
agricultural bank of Iceland, 
is due to be sold next month. 

In all, some 16 state-owned 
institutions have been sold 
under the privatisation pro- 
gramme, raising lKr3.5bn. 

Bjami Armansson, chief 
executive of FBA. said inves- 
tors had been encouraged by 
deregulation of tbe financial 
services industry and strong 
economic growth in Iceland. 

“This restructuring is 
gathering pace and our bank 
will be folly privatised in tbe 
first half of 1999,” be added. 

Pre-tax profits at FBA. 
which specialises in financ- 


ing industrial projects and 
venture capital, are forecast 
to reach IKr7J5m this year 
on net interest mount 1 of 
lKrl.lTbn. 

Those profits are expect. -d 
to rise more than i!K per cent 
next year to IKr&nim on 
projected interest income of 

IKrl.28hn. 

The second tranche of 
FBA shares is expected to be 
targeted at international 
institutional investors. 

If fully subscribed, tbe pri- 
vatised investment bank 
would have a market value 
of 0xr9.o2bn and total assets 
of IKr&LSbn. 






f .Ik 














I . v. ‘i 








>V- 'V -*V--£- 





you've got to hit the ground RUNNING on January 1st 
you've got Chase, with a total EURO SOLUTION. 

Are you ready for the euro? 

Do you have tbe right payments solutions in place to be quick off tbe mark . . . ro meet the challenges ot the new 
single currency? 

At dase, we da And we" re ready now to bdp you through die difficult transition period and beyond. 

Our euro payments solutroos revolve around a unique “hub” system that offers multiple benefits. These indude 


mm. 


between Chase units across Europe. And this technology is backed by a manageraem and customer 


service 


Few banks have devoted as mudi thought, time, effort and capital to developing a total euro solution for our dienrs 
as we have. Even fewer have tbe established infraarocture to ddiver a quality euro serviceg/b&dft' from day one the way 


we can. 


© 1498 Tic Ch« Manhamo Cwpocatioa. 


The starters pistol s raised So act now and open your euro account at Chase. VfeU help you make sure you’re on 
your madt, set up and ready to ga 

If you'd Hke to know more about our euro solutions, call Mtibad Cannon, Chase Treasury Solutions now 
0144-171-777-4026. 

you've got C HASE- 

The right relationship is everything?* 1 
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Notice of Rrdrraption and TerramarioopfCwivaaott Right 

Staples, Inc. 

4 Convertible Subordinated Debentures due 1 October. 2000 
Redemption Due: 9 December. 1998 

Coownuou Right Expires 5.00 pjn_ New York Gty time. 2 December. I*W8 

ICfOTNo 05S«XWCtil- .ON5N.. CXSWlAAnr- 
ICUSIPS. fftftJUADSl* ilSTN ta. XSOOtiOftln9*i- 

54)ptolte.»Dtlai»wT « iparati uu lfec*C»4nitay'*t. tort) anaTinynu ilia Bite ctatelteiall fat nskmr»»«ioa4Ei Lu!raNx 19‘rtifer 
TS«4trep6oo rijfc'j. pgpaoi n ibe prorttkun at Ac fadcfurc Jjud * of S QcVfbn. IW H** -InJoiaw - - Ixtaun the I'eiafuu aid 
M*i>c Midland Bok.eTnnici^aB of iisoicsaaEi^JJ^-C'u'P'aiMtStibMriinxtofDcteuiB'CidDc I LUBbcfa ?1«1(ib*“[Vl3uitujii*)* 
aialB^u|niEarUSSini800pKTl'SSIAr>pRnc^innannrDch3iBa.ln S ctiia uAwnlml uwwd artaeM fiwn I October 

1998 m At Rataop™ Dse of USH X. ha a nut of LI5SI JTC&JU fore** lIBSlfttifl principal reusai «l Dcbcnunv «hc "Mepftioa 
The Rcdaap&n Fncr wtHbrronv Jar ml an tb: Rctenpooc Darcapie lUnakbrol the Dcbraoe-,. lopabcT [in tiK tzwol 

Dc hta i ao he Ida taro (oral *ira3fliro iy )<«appcmBBiifihciai»nuii3ins amiticRcilcwprioiiDBe.il. 51wiat M » Bml Bast. Midland 
3«k pie or Bxnqv baenubunlr A UieUnws SJL. Ike aiinaim noiu Jad pnu« «nnp niA ic^ni u Ac Maura icsBccuvdr. 
lie “AseiiO.jiAFadilraBeiKifuiih in Ud* Nonce taorereteDriwaurowiaeeMrtacctefrMiiaiBljfieciftelccJraiipuoiiDrtilisJesi 
Ac Compmj rtsO ddre* u Ac ptymeacfflic Ratanpaon fem<UI Detanres ouwaodiaj on to RrUemn™ Due *|B hr *n»ed id he 
redeemed by he Cmnfanj.wfac&norNt Ac? fere hem ufKBdefEit for mkmplioa- 

Army line pnicu Sill pm, NcvYeAOiy dan. on 2 December. I«L ihe Debatim m» beeomrtwJ raw Ajusofil* Ccmpay s 
CoowaiSBna. USSamXK partita pe , «ta*i to "Cflranao Slock' Lapoo winder of to r»rbn*nreiidioe-»iA a pupal) tepMncd 
and nested mnonoo natifianoa « cptnplianre nidi he Indenture, eopclher era Ac caw r.t Malum Md tc barer focici »ifc ill 
awpent jppcnxHUV AcMAmAaniigoIieribduivcntuBibeel ra the ApatLal tbr xifcbtcu.-s in IcrA m An Nc*k=. Tfcc nuirbcr of dctrenol 
Cwwnion»nci. [ w^iblciTcncoB«CTwn<rfihcDiAcniaiwUdmjii i inedby«avit8qgiliepm.^MlaBMiiUutefae[MienlutRAbeo)ntened 
by dr cwnnaiw pnte .dUSSI4*T per khm. Baaed* Ac fco»««)t loroila. each LSS I IUJ a appepaie principal amniai nf DetMTAe-, 
mcumcniUr impM 1 7 ot Ac Company’* C^jiubmi Swd DeKwmra c. nvanMc m wb^ ur & [wn *> nx. -0*7x11 crctopfe c* 
USSlJMO Cadi ntfl Ir prad ra lien of any fiamooal dwe uf Ac Coo^anys Ghhp«i Si«4 upon cmem If )oa cictt A convert «*« 
Ektrnmrc. mm Ccmnnin Snl khwiBik* be canlfcdlprecetTew«aT»oliT*ere4 on jdurDctalnm from lOcratw, 1998 ' the movt rare 

mam pmoni duct ALL DEBENTURES NOT SURRENDERED FOR CONVERSION INTO COMMON STOCK PRIOR TO SiKl P.M, 
NEW YORK CITY TIME. ON : DECEMBER. I’m. WHEN THE C3N VERSION SIGHT EXPIRES WILL BE DEEMED TO BE 
REDEEMED B1 THE COMPANY' ON THE REUEMmON DATE WHETHER OK NOT THEY HAVE BEEN SURRENDERED FOR 
REDEMPTION. 

If yon amen race DeheaimsiieiiGnnDe Swfc. yen mill metre, at pmjpehr as padtablr, sexi lerLftuicis 1 for Ot: master of tom 
tumble a> a mntfi n{ yu» .onmuii and acbei{Be far plural at may (cntuml that 

On lli Nuvemher, IWL the in repunsd uk pnue W he Cnranun Suck on hr Nub} Nxrrul Marin j- rep. rad by Vasdaq. mo 
11SS M _Mjper ibtac. Bud te lias pnec. Ac iraiVI vafar.il Cnanq Stock tunable ■pacancnaue ea± L Sal .<40 pnatol amnat of 
Dcbcnnnn ill USS2JSI Jk> TV Rnkaptioo ftre (be cade USJIJWO prlnapil a«i>dM of DcVfttcres n USSIjLXic Sokfagas Ac 

nrrktl price ot he Cwan Stock hUSJlSJ* per dare or greater. If yon coral year Debenture* jon “31 rrrrtir CoauftOC Stack 

etfUr a uurtft tWer tt wi Are crakr dm 0 k JtednptiM Prtoe. Yrer av etpxl » otatn eurem mxia qncrsiuas rdr ik Coonon 

Slock. 

Asuimurv tun bare dr foliomif doce Aaratnei mob raped eo your Detaaics 

I Priir to 5 AI pm. K» Viti City a me. un 1 Deccmbn. IW. nbn the eaitnai tifb ajnre>. vcc ear. Aaved yum CVbenfunS 
■mu CKonmi Steek. Tbit dmHne K (nallabk only if dr Apna roxna your Detrntma yaw tvnpciy arapkted sol cleaned 
ticntT'kia aunricruoaoJ lif opplicafale) any retyaml eunpora to aiaqiliaace with ibe hnkiinire priur lu * ijO p m. No* YaA Or« Use. on 

: December. IW 

1 In cuy usnader youe Monra for lyiluny ili n n ■ he RedemjHKin TTice uf CSSIJWiO In cab L UIjWi |Hinci|ul umm uf 
Dcbcneuro Ml Dcbcgma ouBa nrun. on Ac R i.ik.rn«BHi Par nnP be ihaol to he redeemed by ibe Cncpay »hcdrr or mn dry blue 
been wireefalonl lor roleiiepamt Hutnit. yuumua Rnewia your DebreaceMeJ uf n^tubk-iJm nsjuoe4*x»jpcius AdcApanonor 
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jnewnun; yaar Debcnturea. R*agn penam im fnmbh a properly complete d IRS Form WJi. Canrraieid Fnr.Tjro Swuv nbea p r ema^ 
yoor Debentures. 
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For Krpocml Debcotoio. 
i By Mail or By HanJi 
Madar MUAod Bank 
140 Broadway 
l^bFVur 

New York. NY 10OU5 


For RcpaanJor Bearer DeVnurea 
■By Mad or B; Hindi 

ikptr Banqne lmrTmrtnmh-4 LmtmrSA. 

Manner Hiwir n‘»rot*oJ'EM.ii 

FfapyrSura L-l-TYiLuverntnuf 

Lmcfca EON 4DA. EneVal 


The mrhnd of defavery. of he DcheMAa n * your option sad mb I) mail K m«L >.0111101 -n reyisoed nual. properly loufllaL ii 
revnumkiL 

Addiliooal o<p»rs of Ar. Nre^c ot Rakrepun* aad TermlaiBjao af Cooversion Rijbr m be obtained from M»me \bdUof Bank at 140 
Bmhu. I Sh Flour. Nn Yak. NY IDuOS iTelqduAR rell 212 Mfl 641.H and bra Midland Bart pL r Mriea Hou_- Pepys Sneer. 
Luoikui EriNJOA. FjjflantiTeJrpfwnc i«44i ni xoimii 

Stacks, Inc. 
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Sales 

for the third quarter 1998 

The consolidated net sales of Usinor for the third quarter 
of 1998 amounted to FRF 16.7 billion compared to FRF 1 5.5 
billion for the third quarter of 1997. 

The increase on a comparable basis is 1.6%. 

For the nine months ended September B0, 1998. the net 
consolidated sales amounted to FRF 54.8 billion or an 
increase of 6.7% compared to 1997 on a comparable basis. 
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la FRF m&BcRS 

3rd quarter 
1997 

3rd quarter 
1998 

Change on a 
comparable 
basis 

Fbi Caibon Steeb 

8.777 

9,775 

+ 3.7% 

Stainless Steels 
and Alloys 

3,941 

3,765 

- 8.6% 

Specialty Steefe 

3,131 

3L520 

+ 3.7% 

Other Activities 

169 

- 

- 

biter-company sales 

-531 

-374 

- 

Usinor 

15.487 

16,686 

+ 1.6% 


Figures for ‘Other. Activities' are no longer available due to the 
deconsolidation of Vallourec on June BO. 1997 and the change of 
consolidation of For cast on December 31, 1997 to the equity method. 
For the third quarter 1998 Thainox (Thailand. Stainless Steel and 
Alloysl and La Magona (Italia. Flat Carbon Steels) are fully 
consolidated. 

The increase in net sales for the Flat Carbon Steels and 
Specialty Steels between the third quarter of 1997 and the 
third quarter of 1998 is due to both an increase in volumes 
(Flat Carbon Steels: + 2.5% and Specialty Steels: + 2.6%) and 
in average selling prices (Fiat Carbon Steels: +1.2% and 
Specialty Steels: + 1.1 %). 

The decease in net sales for the Stainless Steels and Alloys 
results from a decrease in average selling prices, the volumes 
shipped remaining stable. 

Despite a final demand which remains well oriented in Europe, 
the Groin's activity for the fourth quarter is affected by the 
sharp increase of imports notably in terms of selling prices. 
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QUARTERLY REPORT, JULY-SEPTEMBER 1998 
The quarterly report covering the period I July - 30 September 
1998 is now available for distribution to the public and copies may be 
requested either from the Company's Registered Office in Turin. Via A. 

Bertola No. 34 (Tel. +39/0 11/56 1 1936) or the Secondary Office in 
Rome, Via L. Rizzo No.22 (Tel. +39/06/39002654). Copies may also be 
obtained from the Italian Stock Exchange. 

The present notice can be found at the following Internet address: http://www.tim.it 
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EMERGING MARKETS CONGRESSIONAL RESULT P ULS RECOVERY ON HOLD AHEAD _QF_ PR^g^„yg]L-.,-'' 

Equities falter on Chavez 



By Raymond CoStt in Caracas 

Any hopes that the recovery- 
seen by Venezuela's stock 
exchange in the past two 
months could be sustained 
faltered last week when the 
country's establishment was 
rocked by the sweeping vic- 
tory of populist former coup 
leader Hugo Chavez In con- 
gressional and gubernatorial 
elections. 

The alliance backing Mr 
Chavez, whose authoritarian 
background and promise of 
radical political reform has 
sent investor confidence 
plunging, won nearly a third 
of congress, becoming the 
largest political force. 

The showing has prompted 
fears that the leftist former 
paratrooper could become 
president of one of the most 
oil-rich countries. 

The party of runner-up 
candidate and favourite 
among the business commu- 
nity, Henrique Salas, won 
only 11 per cent of congres- 
sional seats. Also, the tradi- 
tional parties appear 
unlikely to withdraw their 
candidates in support of Mr 
Salas, despite their poor 
showing in the November 8 
congressional elections. 

With presidential elections 
now less than three weeks 
away, “tbe market is react- 
ing entirely to political 


events now” said one broker 
based in Caracas, “and 
uncertainty reigns." 

The IBC Index fell &3 per 
cent to 3,614.2 last week and 
is now down some 70 per 
cent In dollar terms for the 
year to date. 

One or the principal losers 
in the most recent setback 
has been blue chip Electric- 
id ad de Caracas, the most 
traded share on the 
exchange. It plummeted 17.7 
per cent in four days. 

“Electriridad is the purest 
political play," says Boris 
Molina, an analyst with San- 
tander Investment in Car- 
acas. 'It has the most to win 
and the most to lose in this 
upcoming election." 

Indeed, the power sector is 
the most vulnerable to politi- 
cal change. Privatisation and 
tariff increases 'Would be 
most likely put on hold 
under a Chavez government 

"We sue worried he could 
implement price controls 
and other populist measures 
to meet the demands of his 
constituents,” said Nancy 
Northrop, vice-president at 
Alliance Capital, a New 
York-based investment fund. 

As a result. EdC could 
stage a dramatic comeback 
or remain in tbe doldrums, 
depending on the outcome 
of the elections, argues 
Santander's Mr Molina. 
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Most analysts believe the 
market has not hit bottom. 
"It can still fell. There are 

still foreign institutional 

investors that could liqui- 
date their positions in com- 
ing days," says Herman 
Sifontes at brokers Econ- 
oinvest. As political uncer- 
tainty mounts, he argues. 
Interest rates will rebound to 
prevent excessive capital 
flight 

Lending rates, though 
down from 77 per cent in 
early September when the 
bolivar came under specula- 
tive attack, are still some 17 
percentage points above the 
expected year-end inflation 
rate of 35 per cent 

The high rates have para- 
lysed private investment sti- 


fled consumer demand and 
sent shock waves through 
some financial institutions 
that are beginning to see bad 
loans rise to critical levels. 

Yet a victory by Mr Salas 
on December 8 may not nec- 
essarily open the door to a 
prolonged rally like the one 
in 1996. when Venezuela 
recorded the world’s highest 
return in dollar terms. 

“I can see a couple of days 
of 20 per cent leaps in the 
index.” says Santos firminy. 
analyst at brokers Activa- 
lores In Caracas, “but in the 
long-term the scenario i& 
quite difficult." 

Barring a prolonged mili- 
tary crisis in the Middle 
East, oil prices are expected 
to remain depressed for 
some time. Oil makes up 70 
per cent of Venezuela's for- 
eign exchange earnings and 
as much as 50 per cent of 
government income. 

With dollar per barrel 
accounting for $900m in rev- 
enues. oil prices can make or 
break the country's public 
finances. Already, the gov- 
ernment is heading into 1999 
with an estimated budget 
deficit of 4^ per cent of GDP. 
as congress failed to approve 
tbe government’s tightened 
budget proposal. 

Economic growth next 
year will be minimal. Real 
income has fallen, interest 
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FORD CRHXT CANADA LHTTH3 

Can 5500000,000 
Floating Ran Guaranteed 
Note* Due May 12.2003 

In accordance writli the terms and 
conftiORS of the Noses, the interest 
rata lor the period 12th November, 
1898 to 12th February, 1999 has 
been fixed at 5.405% per annum. 
The interest payable on 12th 
February. 1399 will be Can SI 38.24 
per Can $10,000 nominal and Can 
$1 J3SZ36 perCan$1 00.000 nominaL 

Fiscal and 

Principal Raying Agent 

££3 ROYAL BANK 
SSB OF CANADA 


Eubank. 

NOTICE 

TO THE HOLDERS OF 
THAN SPORT ADORA 0E GAS 
DEL NORTE SJL 
H fr <pt Q ooo ooo 
Rating Rate Notes Dim 2804 

NOTICE IS HEREBY GIVEN 
dial fee die nacrest period October 
30, 1998 to April TO. 1999 tbe Note 
will bear ioieresi « a rate of 
8.09394* per anaum. laiercsi 
payable oa April 30, 1999 will 
aroomit to US$40.93 pa US$1,000 
Note 

Dual: November 16. 199S 

BYrUS-BANKTRUST 
NATOMLASSOCWnON, 

■tc fiit n/muw 


SEK 


AB Sverak Exportkrttfit 

I SwofiA F tpott Cmh Corpatoaon) 
thanpaatMmThcKamkmaf 
SuofaitekbmMdiuWyl 

U.S. $200,000,000 

Srfjonfinated Floating Rate 
Note* doe 200Z 
For the Intaest Periai 13th 
November. 1998 to 13th Mar. 
1999. the Noras will cany an 
Interest Rate cri 54hS63% per 
annum with Coopon Amounts of 
U.a 525.47. U.S. S254j 69 mi 
U S. S2.546.99 per U.S. SI X»0. 
US-SlOjOCCtoi U.&SIOOJOO 
Notes resjwettveh. The relevant 
Imacst Payment Cbre will be 
13th May, 1999. 


Baltelnat 

Company, London AeniBudi 



J.P. Morgan ft Co. 
Incorporated' 


US$250^00000 

Subortflraced floating rate 
notes die November 2002 

In accnrdnee with the provisions 
of the notes, notice 1$ hereby 
£ve« drat far the Iraxresx period 
16 Novonber 1998 m 17 Map 
1999 the notes m> 3 cany an 
Interest rate of 535% per anranu 
Interest payable on the relevant 
Interest payment <tae 17 May 
(999 w> amount to US5I32JI 
per US$5,000 noa and 
USS2AS430 per US$IOCLOOO 


Ootal Agency and TrwtSenrlces. 
CfaConk. NX. London 
16 Noranber 1998 


cmBAWorJ 


General Motors Corporation 

Notice is bereb) gisen lkn rcsotd*i- 
hm the carponDMi's iledandua af i 
disadrad of SO 50 Ipostl per stare of 
lie aoum «uci af tbe corpmnton 
P*T*olc ne 10® Cwmnhcr I5F7* toff 
will beeawe dee is respeci af (lie 
beuerr depositary Ntfipb s grv» 
distrihunnfl of 2.50 ceals per uaii 
The depadny will gi« (urtor notice 
•f to stalls; cq«isafem uf to na 
dtaritwoee per nmi payable na **d 
•her the IWh Decemhcr 1998 
AH fUa» raua be *.c«npmied hj s 
maple ted cUia lain USA La 
detliralim ubumabie fmm Ibe 
depositor}. CloiBaett other ihtn UK 
bouts and members of to Slock 
Exchange sum lodge their hearer 
deposit rcitriyni fin exrtmf festal 

dam* casn be araqaed. 

BadmlnkPLC 
Learias Cbohut Sersfa** 
j Aapd Conrt. Loodea EC2R 7HT 


NOTICE OF MEETING 

ESPDUTO SANTO FINANCIAL GROUP S Ji. 

. Sod&r Anonymc 

R.C. Luxembourg B 22 232 

By thb notice, tbe shareholders are convened io attend die 

EXTRAORDINARY GENERAL SHAREHOLDERS’ MEETING 

which wO! be held on 3“ December I99S at 3.00 pro. (local lime) 

at the Company’s registered office. 

AGENDA 

1. Proposal to confer upon the Board ol Direciore the right to 
purchKe in die market Espirito Santo Financial Croup S.A.’s 
1 i OWD shares - Tl* omoont would be up to a 

total of 4.7904555 shares ( 10% of the shares presently issued) 
lot a maximum period of eighteen months from the dale of the 
authorisation at the discretion of the Board of Directors: 
according to Luxembourg law the Company i, required to 
indicate a pnee range for such share purchases. The Board oT 
tweeters proposes That no purchases will be made above USD 
^ sha !E’ "H* Cwn P an )' believes that share purchases 
coDdhioas W effoajVe “* of subject to ruture auukd 

2 ' Pr«^ k ^ 1C ? e ,hC 5 s iS ra I tion of f be Company's auditors. 
r. . L . u.^ L rt ^ S ’ A, ‘ Luxcmb °urg. and to appoint 

2SS5SSS5* SARL L " en,b<, “' 8 “ *• — 

In accor dance with Luxembourg law doted 4® December lOO -1 

Exch “S«- an 7 Shareholders who are the 
fl^r^c 1 . 0 * °f *e share, of the Company 

JSL X “ rc ^ uesled lo disckStfS 


The Board of Directors 
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rates are high, and Inveat- 
ments have been frozen. 

Merrill Lynch, the lis 
investment bank, said in a aft- 
recent research report 'it* 
expects 0.8 per cent GDP 
growth in 1999, after a nega- : 
five L3 per cent this year. 

With such an outlook, the > 
bolivar, which is considered ‘ 
to be overvalued by some 40 
per cent, may not withstand • 
renewed pressure. “There* 
are few economists that do '■ 
not expect a devaluation' tn 
1999 ," concludes Actlvatores’ - 
Mr Erminy. 

Many shares are currently 
so heavily undervalued, say 
analysts, that their potential - 
upside in the politically ' 
favourable scenario (a Salas - 
victory), could easily out- ' 
weigh even a 15 to 20 p^g>j 
cent devaluation. There ai^ 
a number of companies that - 
are under-performing consid- 
erably in comparison to ' 
their regional peers. 

Tbe problem says Mr 
Sifontes. is the tow level of ■ 
liquidity. "This is a market 
of three to four shares," he 
says. Few institutional 
investors will want to bet on 
anything but Electriridad or 
telecoms provider CANTV. 
Dally volumes last week fell 
below the Bslbn (81.7m) ■ 
mark, an Indication of the 1 
political chill blowing over 
the country. 
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PRINTERS 
FAX MACHINES 


Benchmark yield com. 
or .• 


By RichanJ Waters 

Will the Fed cat interest 
rates again tomorrow? 
Opinions on Wall Street 
seem evenly divided, though 
the pull-back in stocks and 
bonds last week left the 
markets less vulnerable 
should the Fed decide to 
leave rates unchanged. 

The latest news on the 
domestic economy is 
probably not clear enough to 
offer a guide. Producer price 
figures, released on Friday, 
showed a 0.2 per cent 
i 3arease last month but they 
still 0.7 per cent lower 
over the past 1 2 months. 

Consumer price figures, to 
be released tomorrow, are 
expected to show a similar 
increase, with a rise of only 
0.1 per cent excluding food 
and energy. The American 
consumer still seems to be in 
a buying mood, though - as 
evidenced by October’s 
surprisingly strong car sales. 

The condition of the 
financial markets is likely to 
play a bigger part In the 
Fed’s decision. The bond 
markets have calmed and 
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the stock market has 
rebounded, sugg esting mat 
there is far less need for 
action. However, with the 
ink still dry on an 
international rescue plan for 
Brazil, inaction on rates at 
this stage might risk another 
jolt to the emerging markets, 
reviving the threat of 
financial contagion. 


LpNDON 

By PtsfBp Coggan 

There have been gloomy 
statements about October 
from retailers, so the UK 
market is braced for another 
fan in the monthly sales 
numbers when the figures 
are re leased this week. Most 
of the FTSE 100 retail groups 

have seen their shares 
under-perfonn over the last 
month. 

the Slowdown should be 
another factor keeping the 
lid on inflation. Prices are 
expected to have dropped by 
0.1 per cent in October, 
bringing the headline rate 
down to 3 per cent; the 
underlying rate is forecast to 
stay at the government 
target of 23 per cent 

Although the Bank of 
England's inflation report 
was released last week, some 
further clues as to its 
thinking should come from 
the release of the minutes of 
the Monetary Policy 
Committee meeting in 
November. The markets wifi 
be looking to see how many 
members backed the half 
percentage point rate cut. 
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However, the focus for UK 
Investors this week will not 
be the domestic economy. 
They will be looking for the 
outcome of tomorrow's 
Federal Reserve Open 
Market Committee meeting. 
Sentiment is divided over 
whether tbe Fed will make 
its third interest rate cut of 
tbe autumn. 
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. CONTRACTS & TENDERS 

KINGDOM OF MOROCCO 
MINISTRY OF PUBLIC SECTOR 
AND PRIVATISATION 

Privatisation auditing of the telecommunications company 

Itissalat Al-Maghrib (IAM) 

TENDER OFFER 

Within the frame of preparing the transfer of Itissalat AI-Maghrib (IAM) 
to the private sector, the Ministry of Public Sector and Privatisation, 
charged with implementing tbe transfers, offers for auditing by tender the 
telecommunications company “Itissalat Al-Maghrib”, 1998 financial 

statements. 

The present offer by tender is addressed to a grouping between Moroccan 
and foreign firms specialised in auditing and advising. The grouping will 
show solidarity whereby the auditing firms jointly assume responsibility 
for the final report. Accordingly, the auditing report must be signed by at 
least two foreign firms belonging to different networks and having a 
recognised signature at the international level. The offers will be 
presented in accordance with the tender documents. 

The time allotted for completing the auditing mission is 4 months 
maximum, starting from December 1998, when works are expected to 

start. 

All interested auditing firms or their duly authorized representatives may 
obtain the tender documents, available, in French, starting 16 November 
1998 at the Ministry of Public Sector and Privatisation located at 47 
Avenue Ibn Sina (first floor), Agdal, Rabat, Morocco. The tender 
documents could be also consulted at the Web Address of the Ministry 
site: http:\\ww^:minpriv 40 v.nia. 

The offers should be sent in a sealed envelope to the Ministry of Public 
and Privatisation at the address mentioned above, at the very latest 
bv 4 December 1998 at 18:00 pm local time. 


FRANKFURT 


By Tony Barber 
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Investors in German stocks 
hope positive signals from 
abroad will count for more 
this week than tbe less rosy 
picture at home. Among 
factors supporting the 
market are a growing belieF 
that Japan may finally be 
tackling its deep-rooted 
financial problems and 
confidence that Brazil wfl] 
be able to avoid a currency 
devaluation. 

In addition, some analysts 
say there is room for another 
US interest rate cot when 
the Federal Reserve's Open 
Market Committee meets 
I tomorrow. 

Tbe recent strength of the 
dollar, which has recovered 
all its losses since the first 
US rate cut this year in late 
September, has helped share 
prices of export-dependent 
German companies. At 
home, the government's tax 
reforms continue to weigh 
on sentiment, because 
business will pick up most of 
the bill for tbe relief being 
offered to low-income 
earners. 
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Corporate news will be 
dominated by nine-month 
results due tomorrow from 
life sciences group Hoechst. 
It has already warned that it 
will miss its profit target 
this year. Looking into 
December, many analysts 
think Frankfurt's Dax index 
could rise above 5,000 points 
again by Christmas. 


TOKYO 


I By Giffian Tett 


The government’s plans for 
tax cuts are likely to be the 
main focus for the markets 
this week, as investors 
watch to see whether the 
ruling Liberal Democratic 
Party will offer any new 
measures to support the 
ailing economy. 

Last Thursday the LDP 
unveiled a “draft" stimulus 
package of YlS.0W)bn of 
measures to be implemented 
in tbe coming months, that 
included Y7,000bn worth of 
corporate and income tax 
cuts, additional public 
spending, and new loans to 
the corporate sector. 

However, the Nikkei 225, 
the stock market index, fell 
after the news, as investors 
expressed disappointment 
that the package did not 
include a pledge to reverse 
the rise in consumption tax 
imposed last year. 

On Friday shares rallied 
again, after rumours 
emerged that the LDP might 
have added this measure to 
the package, when it unveils 
the plans today. This left the 
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market closing at 14.2fiS.21. 
up 1 per cent on Lhe week. 

If the LDP does produce 
further steps today, the 
rebound could be sustained. 
The recent rally has already 
left the Nikkei 225 above 
1-1,000 for seven consecutive 
days - the longest period it 
has sustained these levels 
since early September. 


COMPANIES DIARY 

British Steel 
suffers from 
strength 
of sterling 

British Steel is tbe stock 
most vulnerable to sterling 
strength In the FTSE 100 
index, so recent weakness in 
the pound will have given 
investors some cause for 
cbeer. However, that fall will 
have come too late to influ- 
ence this set of interims. 

The recent Aslan troubles 
will have taken their toll in 
the form of a Ml in the price 
of steel in that region and an 
almost complete cessation of 
exports by British Steel to 
the area. At recent price lev- 
els of about loop, the shares 
stand at about 15 times this 
year's earnings forecasts, 
well above Its peer group of 
European steel companies. 
BT Alex Brown expects a 
pre-tax result of £100m 
(S166m), a fall of 30 per cent. 

• Interim figures from 
Emap may be overshadowed 
by any comments the media 
and publishing company 
makes on prospects for the 
UK advertising market in 
coming months. Analysts 
win be looking particularly 
for signs of any downturn, 
although most seem to 
expect merely a slowing of 
growth. The company's con- 
sumer magazines business is 
seen as being particularly 
well placed as a barometer of 
consumer demand. The 
launch and closure of Tele- 
max in France will hit the 
pre-tax line, but the underly- 
ing result is likely to be 11 
per cent ahead, to ETlm. 

• Telefdniea. the Spanish 
telecommunications group, 
is expected to report nine- 
month net profit after minor- 
ities of Ptal63bn-Ptal64.6bn 

I (51.13bn-S1.14bn>. up from 
Ptal4i.Sbn a year earlier, 
according to analysts' esti- 
mates. 

Strong revenue growth 
from the domestic mobile 
telephone business will con- 
tinue to be the main driver 
behind higher earnings, but 
growth from its interna- 
tional unit Is expected to be 
weaker because of the broad 
economic slowdown in Latin 
America, where the compa- 
ny’s investments are concen- 
trated. 

Growth from the domestic 



Hard poumfing; Sir Brian Moffat of British Steel 


fixed-line telephony business 
is also expected to slow, 
reflecting rising competition. 
AFX-Neios, , Madrid 


TUESDAY 


Recent figures from Marks 
and Spencer exhibited a 
slowing of food sales growth, 
and Northern Foods is 
unlikely to escape the 
results of this. 


• The core gases business 
at BOC is expected to have 
put in another robust perfor- 
mance. although this may 
have been undermined by 
the effects of currency trans- 
lation, and the health carp 
and vacuum businesses. 

A consensus of analysts' 
forecasts from First Call, tbe 
estimates service, suggests 
they expect a result in the 
region of £385 m. down from 
£445 .2m last year. 

• Turnover at Energis, the 
telecoms operator which 
floated last December, is 
expected to improve to 
between £115m and £116m 
for the first half, compared 
with £1 67.9m for the whole 
of last year. Interim earnings 
before interest, tax, deprecia- 
tion and amortisation 
fEbitda) should be between 
£l4m and £18m. 

• Analysts expect Northern 
Foods to produce flat interim 
profits, as dilutive acquisi- 
tions and a slowing retail 
environment combine to 
leave tbe pre-tax line static 
at E42m. 


WEDNESDAY 

• Hyder may take the 
opportunity at its interim 
results announcement to put 
forward its opinion on the 
recent comments from 
Ofwat, the water regulator, 
on the future pricing regime 
for the industry. 

There may be some com- 
ments on dividend policy, in 
the wake of Anglian Water 
mentioning dividend rebas- 
ing. A pre-tax rise of 9 per 
cent to £U5m is expected. 

• Interim figures from 
National Power are likely to 
be affected by the end of the 
five-year coal deal, with its 
generous margins. 

Nigel Hawkins at W illiams 
de Brae thinks interest will 
focus on National Power's 
overseas initiatives, and any 
setbacks it may have 
encountered. He forecasts a 
pre-tax result of £225m. 
down from £254 m. 

0 Safeway may become the 
latest retailer to suffer from 
weakening consumer 
demand, particularly since 


tough times have arrived 
just as it bas spent heavily 
on marketing and supply 
chain improvements. 

Analysts predict that the 
Interim pre-tax line will fall, 
by some 16 per cent. Wil- 
liams de Broe expects £192m, 
down from £230m- 


THURSDAY 


0 Royal Nedlloyd is expec- 
ted to report third-quarter 
net profit before exception- 
al as low as Fl 3m (31.57m), 
compared with Fl 31m a year 
earlier, according to ana- 
lysts’ forecasts. 

Earnings per share are 
forecast to fall to Fl 0.13- 
F1 0.37 from Fl 1.36. The 
results are expected to be 
hurt by the continuing poor 
performance of P&O Ned- 
lloyd. In wbicb Nedlloyd bas 
a 50 per cent stake. 
AFX-News. Amsterdam 

FRIDAY ~ 

• United Utilities is expec- 
ted to produce a slight 
interim rise from £234m pre- 
tax to £240m, but investor 
interest is likely to focus on 
the impact of regulatory 
issues and the prospects for 
the dividend in tbe light of 
the recent review of the 
water sector. 


NEW INTERNATIONAL BOND ISSUES 
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By Alan Beattie 

A key decision this week by 
the US Federal Reserve 
could set the tone for the 
dollar into next year. The 
Fed’s rate*setting committee 
meets on Tuesday, amid con- 
flicting signals horn both the 
domestic economy and the 
international sttuatkra. 

The Fed’s emergency rate 
cut on October 15, the first 
intra-meeting movement 
since 1994, led to fears that 
panic about a credit squeeze 
in US financial markets 
would lead to a loosening of 
monetary policy, weakening 
the dollar. 

Markets thought at the 
time that the move presaged 
a series of rate cuts, with a 
further cut at the November 
meeting a near certainty. 

More recently Alan Green- 
span. the Federal Reserve 
chairman, has joined his G7 
counterparts in downplaying 
the threat posed to economic 
growth by a worldwide 
financial credit contraction. 

Nonetheless, credit 
spreads still indicate that 


the market is wary of ven- 
turing out of safe havens. 
The spread between US 
Treasuries and even the saf- 
est AAA-rated US corporate 
bonds remains at over 100 
basis points. having 
unwound only a part of the 
rapid widening which fol- 
lowed the Russian debt 
default earlier this year. 

Economics professor Paul 
Krugman told a conference 
last week that he expected 
the Fed to cut rates this 
week, “for no good reason 
except that the markets 
expect it”. He said that the 
Fed would shy away from 
delivering a shock to the bat- 
tered US financial system. 

The state of the US domes- 
tic economy may also be 
weighing on the minds of 
the Federal Reserve. 

The third-quarter gross 
domestic product (GDP) fig- 
ures released since the most 
recent meeting showed 
growth higher than most 
had predicted. But an unex- 
pected rise in inventories 
may signal an economic 
slowdown in the future. 
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MONDAY NOVEMBER 16 1998 


EURO PRICES 


Germans braced for slowdown 


: ™pi^ ,oy®viEw 

«v By Philip Coagan, 

1 Haitets Ecfltor 

- Tbe health of the German 

- economy still exercises the 
minds of European inves- 
tors, with even the German 
economics ministry admit- 
ting last week that a slow- 
down was likely in the 
fourth quarter. 

The latest Ifo survey of 
business confidence, 
released on Thursday, is 
likely to continue the down- 
ward trend seen recently. 
But it la not expected to melt 
the hearts of the Bundes- 

- bank council, which most 

. FTSE HdoclOO 

"I into 


analysts forecast will con- 
tinue its resistance to politi- 
cal pressure apd leave inter- 
fist rates unchanged when it 
meets on Thursday, 

Bulls win be counting on 
the central bank across the 
Atlantic, instead xrfth many 
commentators hoping the 
Federal Reserve will cut 
rates when its open market 
committee meets tomorrow. 

But the US also the 
potential to disrupt the mar- 
ket with an air strike on 
Iraq, which might prompt 
investors to seek the safe 
haven of hoods. 

On the corporate front, 
markets will be hoping the 
recant revival of corporate 

Bond yield curve 
Par. cant (Nnamtor 13 1 998) 


restructuring plans will con- 
tinue, with the German 
retailer Metro last week fol- 
lowing up the extensive plan 

announced by Siemens the 
week before. And the 
planned merger between 
Ciba Speciality and Clariant 
reminded many of the scope 
for takeover activity. 

The European team at JR 
Morgan said: “The pace of 
[merger and acquisition] 
deals in Europe slowed In 
the third quarter but the 
overall level remains well 
above trend. In the first nine 
months of 1998, M&A volume 
reached $522hn, 66 per cent 
hi gher fhwn in (he first nine 
months of 1997.” 
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FT SYNTHETIC EURO RATES 


Synthetic Euro against ti» doBar 

S per Euro 


Last week ended with a 
very quiet day for equities 
with the trans-national indi- 
ces barely moving. The 
FTSE Eurotop ioo index 
gained 5.73 to 2,485.78 while 
the broader Euro top 300 fell 
0.05 to 1,077.89. The FTSE 
Ebloc 100, comprising stocks 
in the core euro countries, 
fen 0 j 47 to 889.38. 

Ian Scott, European strate- 
gist at Lehman Brothers, 
says that, despite the recent 
rally, "European markets 
are still undervalued relative 
to bonds. We need to see a 
full blown recession next 
year, or a sharp rise In bond 
yields, to justify the low val- 
uation of equities.” 
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http://emu.csfb.com 


These transactions demonstrate how our expertise in international capital raising 
benefits our clients. The quality of our research and multi-currency execution 
capabilities position us atthe forefront of tiie EURO market, whether for a debut issue, or 
the longest ever issue, or an innovative floating rate structure. It’s what our clients across 
the globe have come to expect in the EURO market from Credit Suisse First Boston. 
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FT GUIDE TO THE WEEK 


MONDAY 16 


Agenda for reform 


The Agenda 200 proposals to reform 
European Union agricultural spending 
and regional aid programmes form the 
main focus of a week-long session of 
the European Parliament meeting in 
Strasbourg. Other Issues on me 
agenda Fnciude the Court of Auditors' 
review of EU spending and the 
incidence of fraud, aid to help eastern 
European countries prepare for EU 
membership, social policy and 
proposed legislation to safeguard the 
continent's water sources. 


Lafontaine’s week 

Oskar Lafontaine, Germany's finance 
minister, starts a week of bilateral 
meetings with international 
counterparts with a Franco- German 
economic and financial policy summit 
in Bonn. Since taking office last month 
Mr Lafontaine has attracted criticism 
with calls for greater international 
co-operation on unemployment and for 
closer co-ordination of currency policy. 
On Thursday he travels to Rome and 
London for meetings with the Italian 
and British finance ministers before 
flying to Washington for meetings on 
Friday with US Treasury secretary 
Robert Rubin. Federal Reserve 
chairman Alan Greenspan and James 
Wotfensohn, World Bank president. 


Korean inspection bid 

Charles Kartman, the US special envoy 
for Korean affairs, visits Seoul before 
flying to Pyongyang to discuss a 
possible inspection of North Korea's 
suspected underground nuclear facility. 



aged 20 to 50 In a meeting to be-; 
televised later in the evening. He 
travels on to South Korea on Friday. 


Holiday 

Oman. 


FT Survey 

The Business of Travel. 


FRIDAY 20 


High hopes 

Richard Branson, the British 
businessman, arid US advent urer S teve 
Fossett are poised to begin a fresh 





attempt in Marakkesh to make the first 

round-the-world balloon flight some 
time after November 20. %> 


Space launch 

The first module of a new international 
space station Is scheduled to be. 
launched from the Baikonur 
cosmodrome rn Kazakhstan. 


Hyundai, the South Korean conglomerate, starts running tourist trips to North Korea in the same week as a US special envoy starts probing the country's nuclear Installations 


Holiday 

Mexico. 


Union meeting 

Defence and foreign ministers 
representing member countries of the 
Western European Union meet for two 
days in Rome. Among items for 
discussion is the EU proposal for the 
creation of a defence and aerospace 
conglomerate capable of challenging 
big US groups in the field. 


state aid rules. The Austrian presidency 
will be hoping to win support for a 
regulation that will give the 
Commission power to recover illegal 
state aid more swiftly. 


Le Pen appeal 


Northern mission 


Holidays 

Iran, Jordan*. Kuwait*. Tunisia, 
Palestinian Authority. 


A Versailles court is due to rule on the 
appeal by Jean -Marie Le Pen, leader of 
the French right-wing National Front 
party, against a bar on his fighting the 
next European elections. 


Holidays 

Iran, Jordan*. Azerbaijan, Indonesia 


FT Survey 

China 


Hyundai, the South Korean 
conglomerate, begins tourist trips to 
economically beleaguered communist 
North Korea Preference for the first 
journeys has gone to older citizens 
who have not seen their home towns in 
the north since the country was 
divided in the early 1950s. Hyundai 
plans to eventually set up an industrial 
base in the north. 


world war to promote the free 
circulation of people and goods and 
foe opening-up of borders to coaches 
and trucks. 


FT Survey 

FT Director. 


Holidays 

Morocco, Oman, Germany, Latvia 


SATURDAY 21 


FT Survey 

FT Guide to Telecommunications. 


Apec summit 

Asia-Pacific Economic Co-operation 
(Apec) is scheduled to hold an 
economic leaders' meeting in Kuala 
Lumpur, following its ministerial 
meeting at the weekend. Jiang Zemin, 
the Chinese president, is expected to 
make an “important" speech. The 
meeting is expected to confirm Russia, 
Peru and Vietnam as new members. 


FT Survey 

North American Business Locations. 


TUESDAY 17 


WEDNESDAY 18 


F0MC meeting 

Members of the Federal Reserve's 
Open Market Committee gather for a 
scheduled meeting. 


Chemical reactions 

The Organisation for Prohibition of 
Chemical Weapons holds its third 
intergovernmental conference (to 
November 20) in The Hague. Ministers 
of countries that have ratified a ban on 
chemical weapons will be considering 
plans to destroy stockpiles. 


High impact 

The Earth is expected to enter the 
largest meteor storm for 33 years, 
which may have a dramatic effect on 
the 500 or so telecommunications 
satellites in orbit. 


New speaker 

The US House of Representatives is 
due to elect a new speaker m the 
wake of the resignation of 
Newt Gingrich. Bob Livingston, the 
Republican chairman of foe 
House appropriations committee, 
appears likely to be the 
only candidate. 


layer on layer 

States party to the Montreal protocol 
on protecting foe ozone layer meet in 
Cairo (to November 24) to discuss 
what further action is needed to repair 
the destruction of atmospheric ozone. 
Though 80 per cent of ozone-depleting 
chemicals have already been phased 
out, largely due to action by 
industrialised countries, a full recovery 
of the ozone layer depends on 
developing countries playing their part 
The meeting will also discuss 
smuggling of chlorofiuorocarbons 
(CFCs), the main ozone-gobbler, and 
controls on new ozone-eating 
substances. 


THURSDAY 19 


Algeria task force 

World Bank and International Moneter£ 
Fund officials, including IMF chairman 
Michel Camdessus, visit Algiers to 
discuss Algeria's economic reforms 
and heavy debt burden. Algeria's total 
foreign debt is estimated at $31bn. 


Nuclear talks 

Strobe Talbot, US deputy secretary of 
state, is scheduled to meet Jaswant 
Singh, the Indian prime minister's 
special envoy, in Rome for discussions 
about nuclear Issues. It win be the first 
such meeting between the two 
countries since India carried out 
nuclear weapons tests in May. 
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SUNDAY 22 


Aid dampdown 

Industry ministers meet to discuss a 
new report on European 
competitiveness and alterations to 



Collector’s gem 

Christie's, the auction house, is 
due to auction in Geneva a diamond 
and ruby necklace designed and 
created for the wedding in 1874 of 
Tsar Alexander H's only daughter, 

Marie Alexandrovna, to the second son 
of Britain's Queen Victoria, Alfred. 


Keep on trucking 

The international Road Transport Union 
(1RU) celebrates its 50th anniversary 
today and tomorrow in Geneva. Now 
with a membership of 160 national 
associations of road transport 
operators, the IRU was founded in 
Geneva in the aftermath of the second 


Questions for Clinton 

Bill Clinton, US president, is scheduled 
to stop in Tokyo after attending an 
Asia-Pacific Economic Co-operation 
meeting in Malaysia At a summit 
meeting with Keizo Obuchi, Japan's 
prime minister, he will discuss issues 
including Japan's planned tax cuts, 
financial system reform measures, and 
security issues in northeast Asia He 
will also answer the questions of a 
group of about 100 Japanese citizens 


Yeltsin meets Jiang 

Jiang Zemin, the Chinese president is 
scheduled to visit Moscow for the sixth 
summit between China and Russia and 
the first informal meeting with Boris 
Yeltsin, the Russian president 


Holiday 

Lebanon. 
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Other economic news 


Statistics to be released this week 


b En#m and WM 
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Monday: US industrial 
production figures for 
October are likely to show a 
slowdown in foe pace of 
expansion to an annual rate 
of around 2 per cent. 
Tuesday: US consumer 
price inflation is likely to be 
tame, with foe monthly 
increase in core prices 
expected to be stable. 

In the UK, the figures for 
government spending and 
borrowing are released, 
along with official retail 
prices data. The consensus 
is for underlying inflation in 
October to have remained at 
2.5 per cent. 

Wednesday: The US trade 
deficit for September might 
be expected to Improve 
slightly, in foe wake of foe 
previous month's largest 
ever nominal trade deficit. 
But the consensus is for a 
balance of payments deficit 
of S16bn. 

Thursday: Sweden's 
monthly NIER business 
survey should reflect the 
recent tall in export orders 
and other surveys. 

Friday: Germany's Wo 
business dimate index is 
likely' to be hurt by the 
recent fall of foe US dollar, 
pulling down business 
export confidence. 
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Mon Japan 
Nov 16 Japan 


Nov 17 UK 


Sep industrial production 
Sep shipments 

Oct Tokyo department store sates” 
Sep Motor vehicles sates' 

Oct industrial production 
Oct capacity utilisation 

Nov WP1 (first 10 days) 

Nov BoJ monthly economic report 
Oct APT 


Japan Oct trade balance {customs cleared) Yi _380bn 

Thus Australia Third-quarter company profits 0.0% 

Nov 19 Australia Third-quarter AWOTE (final) 1.7% 

Germany Oct Ifo west business climate index 93.8 
Germany Oct Ifo west balance format 
Canada Oct CPI* 0.1% 

Canada Oct CPI” 0.8% 


Yl.llObw 

2J% 

0.8% 


Oct pub' sector net cash requirement -£6.6bn 
Oct CPI ex lood & energy 0.2% 


Sept business inventories 

BTM-Schoders U Nov 

fiedbook 14 Nov 

Oct money supply lM2 + CDI" 

Oct retail sales' 


Nov 18 UK 


Oct ratal sales” 


Sept trade, goods S services -SlS.Otxi 

Sept goods & services export (BOP) S75.0bn 
Sept goads & services import (BOP) S91 .5bn 
Oct export price index -0.3% 

Oct import price index -02% 


-S16.8bn 

S74.8bn 

S91.6bn 

-0.5% 


Canada October CPI Ex food & energy” 
US Oct housing starts 

US Oct buflding permits 

US Initial claims 14 Nov 

US State benefits 7 Nov 

Canada Sept wholesale trade 

US M2 Week ended 9 Nov 

Fri France Sep trade balance 

Nov 20 France Sep Industrial production 

France Sept ex-energy 

UK Third-quarter provisional GOPf 

UK Thfrd quarter provtetonal GOP** 

Canada Sep Retell Sates* 

During the week... 

Germany Oct WPT 

Germany Oct WPI~ 

Germany Sept Capital Account Final DEMB 


04% 

-$4.0bn 

FFr12.8bn 

0.3% 

-0.2% 

0.4% 

2.4% 

”o".7% 


_2J?15k 
0.2% . 
S2.9bn 
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-0.3% 
0.3% 

0.5% 
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ACROSS 

1. 5 You'll hear it said 
they're loo in love iS.til 
9 Goes bang, damjjrin;: ani- 
mal food containers 18 ) 

10 Recompense retiring artist 
(6) 

11 Vastncss of NY if travelling 
around in it tb» 

12 Clergyman returns rubbish 
to fool «gi 

14 People jump on one passen- 
ger vehicle taking home 
staff 1 10 ) 

15 Venomous creature ruined 
diarist's plant < 10 ) 

22 Tongue of stout shoe (6) 

23 Aubergine seed factory 

24 Leaves about a quarter and 
survives (6) 

25 Accountant's a bright star 
and an amorous man IS) 

2G Firm dates arranged last 
July (6) , 

27 Tastes some chicken joints 
Nina brought back in (8) 


DOWN 

! Frank caught joiner with a 
little girl returning <G* 

2 Dangerous guns a felon 
keeps hidden ifi) 

3 Pipes rubbish container on 
board boat'. i5i 

4 Sends right sort of garment 
[10) 

G Table salesman to ring up 
telephonist iS> 

7 Six-footer is in to plain trop- 
ical fruit iSi 

8 Backed tip. so red when it 
goes wrong 1 . ts\ 

13 Soak and prime, stirring 
liquidising agent ttm 

15 They Like risks as they're 
strolling after midnight tS) 

16 Try to prevent it going in 
reverse (8i 

17 Modified and now Just 
needing two keys <St 

19 Wrench artist dropped m 
drive [6) 

20 After Los Angeles continue 
to saltwater lake id) 

21 Pinches less at dances <6; 



MONDAY PRIZE CROSSWORD 

No.9,840 Set by GRIFFIN 

A prize of a Tom bow Lucca fountain pen and roitertnll set. worth £125, 
will be awarded for the first correct solution opened. Solutions by 
Thursday November 26, marked Monday Crossword gjj/a on the enve- 
lope, to the Financial Times. 1 Southwark Bridge. London SEl 9HL. 
Solution on Monday November 30. Please allow 29 days for delivery of 
prizes. 


rases5SHSSS 


nan u a aga » n m— an | 

v *i i —i 


■ WraiWNpoDlTPtte 
LPMMaghc.bft.ofc.M 


Name. 

Address 


Solution 9,828 


5ff«T g£ tt S tegffjSS aB SSToTbS; 




Winner of Puzzle No.9,82S: R.D. Mai&ey, Liden, Wiltshire 


aiDHaan scnaaBEEiE 

□ an q is fa c? 
EQEHnB HDHnQQISB 
0011001300 
□□00I3OBB 0D0QB0 

a n 0 □ a n 0 
0TD00 I3IDQ11I21ISEBE 

0 n a q a n 
□saarannsns shoe 
0 a a 0 □ a g 

000000 □0000000 
IS000B0QO 
□Hosanna 000000 

□ 0 □ 0 0 0 m 

saraaaogajDBsiiBB 


TOMBOTT 


FOR BUSINESS GIFTS 
TEL: (01732) 771771 




"0 
■f> '|A 





a- ;L/ 

1 







v-rtestSM 


.'ijiiflti 




..r.S 


.-1 

- widregA:< 8>fg|i 

r. <**a**#SK 

- *** * * **** 

: ; *t at* 

■ .rs ittt'yjifl fSj-.Umrnk 

v t* 

, V f + 

.. . 

■ ~ -.4 




.» * ** *** *n 
******** 


, ^ ~-t**mm* 




r^a !i>. *.n-> 
L »? uin - 


: -t ^iIjw.9 

— — 


*»r! % 

-J'.r Ju.iii tv. * 


r-»- JSr.'.'J 


p-*v ..X VI 




-. 4 A « -w-i j R#r 

-iwr 4 luLwirii w& 

«MkM9 
■-'.I. ~- r -i±xxx:pmW$ 

.... f 

• • -- Cr&m. : . 

— « *<* 

*? tptmVL 

v#. 

•••-• 

.1 a?. t iklMUkt M liM 

• -• 

h i 

|MN 

Nil 

I'x-.e.-vw.-wrt-v eimww-' 

- 1 mm0> 

: tf K- r **t4t8St 

->» rar#l'€IWi 

• •’ r-«i* :-D 

1 • 

■•v^.fV : 4 i v.MS.i M | m 

%**? v. 

risslJ f w ii B 

- 1 w: : 

v»» 

• -*-w» !K¥ 

•v.t m.j 

■ * ^w%SB.ifgS 


'-■ihs To"' btS^SSI 








l ]>* m&p 



[FINANCIA^IME^UR^ 






MONDAY NOVEMBER 16 1998 




'm |g>^ 








Annual country review 


v. 


v, 




xr\ 


Ri Ml 


i. 




*■? ^ ':V •■--- 


Economic chill 

exposes threat 
of Asian cold 

As the People’s Republic prepares to celebrate its 
50th anniversary, Beijing’s leaders are aware that 
Jhey face many challenges, writes James Kynge 
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China faces a critical year in 
in which it will be trying to 
m ai n tain its open-door poli- 
cies and its wanning rela- 
tions with the west despite a 
confluence of pressures aris- 
ing from Asia's crisis and 
deep-seated economic prob- 
lems of its own. 

Beijing's leaders could rea- 
sonably have hoped for more 
clement conditions with 
which to herald the 50th 
anniversary of the founding 
» of the People's Republic in 
1949. 

Instead, challenges loom- 
ing on many fronts in 1999 
threaten to divert attention 
from events planned to cele- 
brate one of the most 
“'©markable national trans- 
formations of the 20th cen- 
tury. 

Chinese policymakers 
have had no illusions that 
one important reason fra- the 
country's growing diplo- 
matic influence during the 
past two decades has been 
its burgeoning economic 
_ growth and the lure of its 
' vast market 

The danger now is that a 
slowdown in growth and the 
increasing saturation of its 
market could disappoint Chi- 
na's trading partners and 
start to undercut achieve- 
ments made in other aspects 
of bilateral relationships. 

Strains already evident 
raise the possibility of a 
deterioration of relations 
la^th the US. David Aaron, 
r | US under secretary for 
co m merce, warned in Sep- 
tember that China’s trade 
surplus with the US - which 
he predicted will reach $80bn 
this year - was becoming 


( China harbours 
.deep suspicions 
that the US-Japan 
security alliance 
could be used to 
contain Beijing’s 
influence’ 


politically unsustainable as 
Beijing appeared to erect 
new barriers to trade and 
investment 

"Ironically, our commer- 
cial relationship, which, in 
the past, has helped us 
through difficult ' times, 
threatens to become the 
source of increasing political 
friction,” Mr Aaron said in 
Beijing- 

This chill wind could set 
back some of the progress 
generated by President Bill 
Clinton's successful summit 
in June/July, but it win not 
overshadow the meeting's 
importance as the first state 
visit by a US president since 
the 1989 crackdown on stu- 
dent protesters in Tianan- 
men Square. 

An agreement by the two 
sides to deepen their “strate- 
gic partnership", and even 
Observe some of each other’s 
military exercises, could 
prove of incalculable impor- 
tance in maintaining 
oug-tenn peace between the 
world's only superpower and 
Asia's rising gianL 

But the way forward is 


i British prime minister, and 
3 Jacques Sanier, president of 
the European Commission. 

But these diplomatic 
i strides may yet he undercut 

- if China’s economic pull 
i weakens, and friction 
■ replaces what have generally 

been mutually beneficial 

- trade relations. There are 
i deep concerns on this front 

i Officials in the US and EU 
i say that the momentum in 
\ Beijing’s 12-year-old negotia- 
l tkms to join the World Trade 
Organisation has slackened. 
If it does not secure entry 
i before the next round of 
WTO dehberaticms in 2000. 
the terms of admission wQl 
become stiffer. 

Beijing’s hope Of gaining 
entry on concessionary 
terms has not been served in 
Washington or Brussels by 
the country’s mounting 
trade surpluses. Although 
China’s stance against deval- 
uing its currency, the ren- 
minbi. has won plaudits 
from many world leaders, it 
has cut little ioe in trade 1 
negotiations. 

J1 Xiaonan, a department 
director at the state eco- 
nomic and trade commis- 
sion, says that China’s eco- 
nomic fundamentals are too 
weak for WTO entry on cur- 
rent terms. 

There is little cause for 
optimism, however, that 
these fundamentals may 
soon improve. According to 
official figures, gross domes- 
tic product grew at 72 per 
cent in the first nine months 
of the year, compared with 
&8 per cent in the whole of 
1997 and 9.6 per cent in 1996. 

Officials say that the 8 per 
cent growth target “guaran- 
teed" this year by Zhu 
Rongji, the premier, can still 
be achieved. But many inde- 
pendent economists believe 
that the official statistics 
seem to overstate the real 
growth rate by several per- 
centage points, making the 
appearance that China has 
achieved a "soft landing" 
this year somewhat illusory. 

The International Mone- 
tary Fund predicts GDP 
growth for China this year 
at 52 per cent, a figure more 
in line with the forecasts of 
many economists and anec- 
dotal evidence from hankers 
and executives doing busi- 
ness in China. 

Whatever the exact 
growth rate, the problems 
that China faces are long 
term and structural A deep- 
ening, li-month deflationary 
tread caused by vast indus- 
trial stockpiles and weak 
consumer is at once 

the main cause and result of 
China's slowdown. 

Poor sales have prompted 
many companies into fierce 
price wars that have slashed 
profit margins. Reforms to a 
state-owned enterprise sec- 
tor of more than 300,000 com- 
panies had led to closures 
and mass redundancies, far- 
ther dampening consumer 
demand. Abundant harvests 
have also depressed the 
prices of some agricultural 
goods, hitting the incomes 
and spending power of 900m 
people In rural China. A 
vicious circle of declining 
prices, ft»Tii«g corporate prof- 
its and slumping wages has 
developed in same parts of 
the country. This has 


raught with tension. China prompted the government to 
inrbours deep suspicions launch a. large Keynesian 


hat the US-Japan security package to create jobs and 
illiance - the anchor of US forestall the real possibility 
military involvement in Asia of social unrest. 

- could one day be used to “China does not have a 
-on tain Beijing’s influence low-growth option." says 
jr even worse, to prevent Yukon Huang, head of the 
hi* reunification of Taiwan World -Bank’s representative 
cithThe mataland. office in Beijing, noting the 

Nevertheless, Bering skill, social pressures that can 
»iiiv used its enhanced inter- arise from unemployment 
itional stature after the The package, launched in 
mm it It canvassed sup- August, indudes RmblOObn 
nrrfron) several allies to in government Inlrastruc- 
Miidpmn the nuclear tests ture spending and RmblOObn 
Z “i n Sooth Asia, in lending 6y Mate banks to 
^JJuuoints out. were support the infrastructure 
L S rival India and projects. Demand for steel 
followed by its ally, power, -building materials 
ww* lcUO and other heavy industrial 

•akistan. emer- products has begun to pick 

A sense 00^- was up. and official headline 
•enc* as b a growth figures have received 

urthcr unoor ^ # boosL 

•ctivism in preB ident. The imperative to create 
frnp .‘ Lm of foreign Jobs and curb unemployment 
teem ■ pre«u** aut umn , also appeared to delay 
coders Blair, the reforms to state-owned 

ncludmg 


enterprises (SOEs) in the lat- 
ter part of the year. State 
banks have lately been 
encouraged to boost loans to 
some SOEs, even if their pro- 
duction is sometimes simply 
adding to a mo untain of 
unsold Inventories. This has 
done nothing to increase the 
asset quality of banks. 

The danger is that if the 
infrastructure programme 
does not spark a broad-based 
increase in demand, current 
policies wfll merely multiply 
the bad debts in the hanking 
system and nudge more 
SOEs toward insolvency. 

Much, therefore, is riding 
on the success of the infra- 
structure programme, Chi- 
na's main bulwark against 
the intensifying centripetal 
forces of Asia’s economic 
whirlpool. 

As the economy falters, 
foreign investors have found 
that opportunities have nar- 
rowed. Most sectors, includ- 
ing power, petrochemicals. 
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Eventful yaan President Bit Canton had a successful summit in Juna/July and August brought the worst floods along the mighty Yangtze river since 1954 


retail, real estate, building 
materials, steel and coal, are 
suffering from various 
degrees of overcapacity and 
may require little new for- 
eign investment until 
growth picks up. 

Recent restrictions on for- 
eign business in the domes- 
tic telecoms, pharmaceuti- 
cal, retail and insurance 
markets have raised ques- 
tions over whether China’s 
“open door” may be creaking 
closed. But officials insist 
that China bas no . intention 
of going back on the policy 
which, launched in 1978. has 
been largely responsible for 


the country's economic 
transformat km. 

Even without the new 
restrictions, foreign invest- 
ment inflows were probably 
set to decline as bankers hit 
by Asia's crisis grew more- 
wary of the region as a 
whole. Disquieting evidence 
of serious trouble in China's 
non-bank financial sector, as 
shown by the closure of the 
Guangdong International 
Trust and Investment Corpo- 
ration in October, has also 
made bankers nervous. 

Trade has held up quite 
well this year but exports in 
September declined 6.7 per 


cent, perhaps signalling 
tougher times to come. 
Imports have also declined. 

These challenges have 
made 1998 a testing year for 
the technocratic government 
of Mr Zhu, which was 
appointed at the National 
People's Congress (parlia- 
ment) in March. But it has 
not been a year without sig- 
nificant domestic successes. 

A titanic, and. ultimately, 
triumphant, struggle against 
the worst floods along the 
mighty Yangtze river since 
1954 allowed the leadership 
and the People’s Liberation 
Army (PLA) to bask in the 


type of propaganda glow 
that has become rare in 
recent years. 

A pledge to cut the central 
government’s bureaucracy 
by half this year has almost 
been achieved, confounding 
sceptics who argued that the 
reform could prove too con- 
troversial for Mr Zhu to 
push through. 

A nationwide campaign 
against rampant smuggling 

- directed partly at the PLA. 
one of the main perpetrators 

- has had a measurable 
impact Prices of some local 
goods have begun to rise and 
seized contraband is filling 


whorehouses in some border 
ports. 

And in spite of the consid- 
erable economic problems 
the government has faced, 
there bas been little sign of 
administrative drift. Mr 
Zhu's decisiveness has been 
particularly evident in his 
repeated pledges not to 
devalue the renminbi this 
year. 

However, there remains a 
possibility that the 
currency could be 
devalued next year but prob- 
ably only as a last resort if 
the economy and exports 
tumble. 
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Appearances to the contrary, they're all very friendly. 
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ECONOMY by Peter Montagnon 


Beset by bicycle syndrome 


China is sticking to its official forecast of 
8 per cent growth this year 


Economists are increasingly 
prone to characterise the 
management of China's 
economy as being like riding 
a bicycle. 

with all the demands of 
enterprise and banking 
reform, not to mention the 
creation of jobs for the coun- 
try's 1.2bn population, the 
economy needs to pedal fast 
to stay upright. 

This year the worry is not 
only that growth is slowing 
too sharply, but also that no 
one even knows exactly how 
fast it actually is. 

China is sticking to its offi- 
cial forecast of 8 per cent 
growth this year, which 
would be a modest decline 
on last year’s 8.3 per cent, 
but after official data 

showed growth of only 7.2 
per cent in the first iOr 
uuirters many dou-t u me 
target ran be reached- 

Mo “over, there ire 
•’rounds for thinking tl*« jfR- 
cihI figures overestimate 
what is actually happening. 

’1 hus industrial production 
during the first nine months 
was reported at 8 per cent 
while electricity output, nor- 
mally a good indicator of 
activity, rose by only 2 per 
cent. 

Other signs of weak 
demand arc a 3.3 per cent 
year-on- -e.ir fall in con- 


sumer prices during Septem- 
ber and a trade surplus of 
$35bn during the first nine 
months of the year. 

This was mainly due to 
weak imports. Export 
growth declined to 3.9 per 
cent during the period com- 
pared with a 20.9 per cent 
increase in the to hole of! 997. 

Part of the uncertainty is 

that China's statistics no 
longer capture the true pic- 
ture of activity in a chang- 
ing economy which is show- 
ing widespread variations by 
region and sector. 

Some argue that the weak- 
ness of electricity demand 
may reflect an intense slow- 
down in the more traditional 
industries such as steel but 
leav;s roo a for continued 
growth in newer service sec- 
tors which use less power. 

Anecdotal evidence sug- 
gests that the widespread 
prevalence of smuggling 
may have understated 
import demand. 

Imports - and prices of 
some imported consumer 
goods - rose noticeably in 
the wake of the recent gov- 
ernment crackdown on illicit 
trade. 

Though China is clearly 
suffering from a slowdown, 
there are thus disagreements 
about how marked it is. 
Ag ains t that backdrop, the 


precise level of growth may 
not matter. 

“This is an economy 
which is still growing at a 
reasonably strong rate," says 
Yukon Huang, head of the 
World Bank in Beijing. "But 
it has clearly slowed down 
compared with last year." 

Even some Chinese offi- 
cials hedge their bets when 
they consider whether the 
country can meet growth 
targets. After the disappoint- 
ment of the first three quar- 
ters. a fourth quarter growth 
rate of more than 9 per cent 
would be needed to reach 8 
per cent for the year as a 
whole. 

Capacity use is very low in 
sectors such as steel and 
coal and the Asian crisis has 
had an effect on demand, 
says Ji Xiaonan. deputy 
director of the State Eco- 
nomic and Trade Commis- 


sion. 

But the final outcome will 
be "very close" to 8 per cent, 
even if be admits that in his 
persona] view the target 
may not quite be met That 
will still be a good growth 
rate compared with other 
countries, he says. 

Officials are basing their 
hopes on a belief that the 
efforts to boost the economy 
through the injection of pub- 
lic money into infrastruc- 
ture. especially in China's 
depressed hinterland, are 
starting to pay off. 
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There is some evidence 
that this is starting to have 
an effect. A recent study by 
Dresdner Kleinwort Benson 
found some tentative signs 
of recovery. 

The fall in prices of house- 
hold electrical appliances 
has started to slow after a 
steadily accelerating decline 
since 1996. 

Output of both cement and 
plate glass was up quite 
strongly, by 15.3 and 3.5 per 
cent respectively, in July. In 
the same montt fixed asset 
investments fn m the state 
sector rose b> 23 per cent 

compared t-j Jury 1997. 

It is too early to tell, how- 
ever. whether these figures 
really mark a turn in the 
cycle or are just straws in 
the wind. Pessimists argue 
that the deflationary psycho- 
logy which has dampened 
consumer HsmanH runs very 
deep. 

Across the economy as a 
whole bank loan growth 
remains very weak, even 
though deposits have been 
rising by nearly 17 per cent 
so far this year. 

Diplomats say the govern- 
ment is not pushing state 
enterprise reform quite so 
hard and encouraging banks 
to lend selectively to 
state companies in an 
effort to mitigate the 
employment effects of the 
downturn. 

Last month It banned the 
construction of new steel 
plants to limit overcapacity 
in that sector, but Mr Ji says 
it has not turned its back on 
the reform objective, point- 
ing to restructuring under- 
taken in the cotton and 
chemical industries. 

Yet there are still hopes 
that the reflationary mea- 
sures undertaken by the gov- 
ernment will start to bite 
increasingly between now 
and the end of the year. 
These include two series of 
bond issues by the govern- 
ment 

One. for Rmb 270bn, was 
designed to recapitalise com- 
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mercial banks, which should 
allow them to clean op their 
balance sheets and resume 
lending. The other, for 
RMBlOObn, is intended to go 
for infrastructure spending. 

So confident is finance 
minister Xiang Huaicheng of 
the success of the infrastruc- 
ture programme that he cat 
egoricaHy rules out a repeat 
issue of the infrastructure 
bonds. 

Bis worry, he says, is that 
the economy will end up 
overheating. 

"It's easy to light a bon- 
fire," he says. "All economic 
disasters in the past 50 years 
happened when China was 
overheating." 

If he is right that the 
groundwork Is now laid for a 
recovery nest year, this 
would be good news for the 
rest of- Asia, from which 
China is a substantial com- 
modity importer. • 

But the nagging worry 
persists that next year could 
turn out difficult too. - 

Not only could exports 


come under pressure as US 
demand softens, but the flow 
of foreign direct investment 
looks set to dwindle and the 
investment company crisis 
following ‘ the ~ closure of 
Guangdong International 
Trust and investment Com- 
pany has caused borrowing 
conditions to tighten against 
China in international mar- 
kets. - 

A worsening domestic 
financial crisis could seri- 
ously hamper the recovery, 
precisely because It is affect- 
ing the non -bank sector 
which has been a main sup- 
plier of capital to the private 
sector and . to new invest- 
ment projects. 

By pulling on the levers of 
the command economy, 
China has some mechanisms 
to deal with this which are 
outside the reach of other 
governments. 

But all the evidence sug- 
gests the problem is grow- 
ing. Until it is sorted out, 
economic recovery will not 
be secure. 


FINANCIAL REFORMS by James Harding 


Tighter controls increase the pain 


Financial institutions have had to face 
unprecedented reforms this year 


In the past year the Asian 
financial crisis has claimed 
political scalps. What started 
as a banking crisis has not 
just damaged national econ- 
omies but brought to an end 
the political lives of prime 
ministers in Thailand and 
Japan as well as the presi- 
dents of South Korea and 
Indonesia. 

The message has not been 
lost on the leaders of China. 
"The Asian financial crisis 
has offered us a useful les- 
son." says Xiang Huaicheng. 
(he Chinese finance minis- 
ter. "We did not realise 
before how serious a prob- 
lem bad loans could be." 

The iiercoived threat that 
the i-ountry's troubled finan- 
cial sector poses, not just to 
growth hut ultimately to the 
Communist Party's pros- 
pects in China, help to 
explain what has been an 
unprecedented year of activ- 
ism in reform of Chinese 
financial institutions. 

For the first time in Chi- 
na's modem history Beijing 
presided over the closure of 
a bank, the Hainan Develop- 
ment Hank. 

Last month Guangdong 
International Trust and 
Investment Corporation 
(Gitivi. the for id-raising arm 
"I the provincial government 
uf nom hern China's prosper- 


ous province of Guangdong, 
was closed. 

Securities firms, too, have 
come under closer scrutiny. 
An investigation into one of 
China’s largest stock broker- 
ages. J&A Securities, 
unearthed systematic fraud 
that has resulted in a crimi- 
nal investigation into the 
senior management and a 
government-engineered 
restructuring. 

By taking decisive action 
against high-profile institu- 
tions. China has sought to 
stand apart from Asian 
neighbours where a mixture 
of political paralysis and 
self-interested neglect has let 
cronyism and incompetence 
fester in the financial sector 
with disastrous conse- 
quences. 

"China has seen how 
financial institutions can 
lose public trust, so they 
want to he pre-omptive." 
says Steve Xu. analyst at 
Standard Chartered in Hong 
Kong. 

Tougher regulation has 
been accompanied by tight- 
ening of supervision. The 
People's Bank of China, the 
centra] bank, is in the throes 
of a restructuring which 
trims its responsibilities and 
should extricate it from 
some or the provincial politi- 
cal ties that have made it 


difficult for officials to blow 
the whistle on corruption. 

The banking sector will 
still answer to the central 
bank, which will operate a 
regional network along the 
lines of the US Federal 
Reserve under the authority 
of the Beijing headquarters. 

Supervision of the insur- 
ance sector has been fanned 
out to a new organisation 
and the securities industry 
will be overseen by the 
China Securities Regulatory 
Commission. 

Zhou Zhengqing, the com- 
mission’s chairman, says: 
“Premier Zhu Rongji gave 
me a clear instruction. 
Unless firms comply with 
the laws and regulations and 
operate in a standardised 
way, we cannot expect the 
securities market to have a 
stable development." 

But. for all Beijing’s 
reformist zeal, there are 
some sceptics who point to 
the size of the problems in 
China’s financial sector and 
suggest that the closure of a 
handful of crippled financial 
institutions and the tighten- 
ing of supervisory control 
may not be enough. 

The weaknesses in China's 
banking system dwarf the 
problems in much of the rest 
of Asia. Foreign economists 
reckon the country's big four 
banks, which account for 
roughly 90 per cent of the 
banking business in China 
and run 150.000 branches 


employing 2m people, are 
technically insolvent 

Even officials, who seek to 
put the best possible gloss 
on the situation, say prob- 
lem loans account for 20 per 
cent of total assets. 

Beneath the main state- 
owned commercial banks, 
there is a hierarchy of finan- 
cial institutions with trou- 
bles of their own. 

There are commercial 
banks, which serve as a 
source of credit for economic 
development as well as a 
spur to competition for the 
main state-owned commer- 
cial banks. 

They do not have the 
direct government backing 
that bolsters the “big four”, 
and as a result there is prob- 
ably a keener sense of profit- 
ability in the commercial 
institutions, but also a per- 
ceived risk. 

There are also policy 
banks, the government’s 
lending institutions, that 
may have the solidity of cen- 
tral government backing but 
their long-term future in a 
developing free market is 
not dear. 

Below them there are the 
Itics. which have amassed 
foreign debts in excess of 
SlObn and face increasing 
difficulties meeting matur- 
ing liabilities. 

And shakier still are the 
thousands of credit co-opera- 
tives across the country. 

Moody’s, the credit rating 


agency, said in a report this 
year "China has long had^ 
by most measures, by for the 
weakest banking system 
among major Asian coun- 
tries." • • 

It is tempting, therefore, to 
assume that China is on the 
brink of a financial crisis 
that could , have calamitous 
implications for the econ- 
omy, social order and, ulti- 
mately. the system of. gov- 
ernment 

But this would be simplis- 
tic. Parallels with other 
Asian countries are not easy 
to draw, partly because the 
underpinnings of Beijing’s 
authority through the party, 
the government bureaucracy 
and the army are different 
from its neighbours and 
partly because there are 
degrees of rot in the finan- 
cial services industry. 

The problems in China’s 
financial sector may eventu- 
ally unravel into a banking 
crisis. But as yet the reform 
of Chinese financial institu- 
tions looks likely to cause a 
slow-burning pain rather 
than a conflagration. 

Piecemeal closures, ad hoc 
recapitalisation programmes 
and greater stringency on 
new lending promise to raise 
foreign perception of the 
risks of lending. Increase the 
costs of financial sector 
clean-up to the government, 
constrict the - channels of . 
credit to entrepreneurial 
businesses and act as a drag 



Zhu Rongffc dear instruction 


on already flagging growth 
in the real economy. 

The closure of Gitic has 
shown that all participants 
in the financial sector, 
including foreign investors, 
may have to carry some of 
the costs of reform. Gitic’s 
international creditors, who 
are owed more than £2 bn, 
are waiting to see how much 
will be repaid. 

The costs of recapitalisa- 
tion are also substantial for 
the government, which 
issued an RMB270bn bond 
this year to help the banks. 
China has one of the lowest 
debt-to-CDP ratios in Asia, 
but the government knows 
the moral hazard risks of 
recapitalising without 
reforming the management 
and personnel at the banks. 

Mr Xiang at the ministry 
of finance says: “China’s 
financial system cannot 
become mature without the 
development of real marjagft- 
ment talent. But this will 
take a long time and it may 
be painfuL" 

The pain will be felt 
keenly by the four banks, 
where hundreds of thou- 
sands of staff wifl have to go. 


China’s Haims that it could 
stand apart from the Asian 
crisis and keep its economy 
Insulated from the regional 
chill have counted for less 
and less with foreign bank- 
ers this year. 

The retreat of Japanese 
lenders, who have with- 
drawn from China to tend 
troubles at home, and the 

hesitancy 0 f western banks 

alarmed by the risks of lend- 
ing in other emerging mar- 
kets have created a liquidity 
squeeze that has exposed 
structural problems among 
Chinese borrowers. 

At the same time Beijing 
moved to dean out the 
rot in many of its non-bank 
financial institutions. But, in 
the present jittery financial 
environment, this rectifica- 
tion has served to heighten 
the concern of international 
creditors about the safety of 
lending in China. 

Foreign banks, caught 
between anxious credit com- 
mittees back at head office - 
and an activist- government 
in BeUIng, have adopted a 
defensive crouch. The costs 
of capital in China have 
risen, new lending Is scarce 
and agreements to roll over 
loans have been. cancelled. 

In short, the perception of 
China risk has worsened - 
and China has started to 
show some of the symptoms 
of the Asian disease. 

Dong Tao. analyst at 
Credit Suisse First Boston in 
Hong Kong, says: “In the 
past we have said that China 
would not be affected by the 
Aslan crisis. 

“The renminbi is closed on 
the capital account. But now 
we have seen there Is one 
potential form of transmis- 
sion of the Asian malaise, 
and that is through foreign 
credit” 

The closure last month of 
Guangdong International 
Trust and Investment Corpo- 
ration (Gitic), a prominent 
Investment company owned 
by the provincial govern- 
ment of southern China*s 
prosperous .-^pfovihceriof- 
Guangdong, sent a shudder 
through foreign banks. 

International banks had 
lent more than $2bn to Gitic. 
which as a state-backed com- 
pany was thought too impor- 
tant to be allowed to foil, 
and roughly another SlObn 
to similar international trust 
and investment corpora- 
tions, the Itics. 

La recent weeks other 
trust and investment compa- 
nies have defaulted on over- 
seas loans, as foreign banks 
have called in credit fearing 
that Gitic might not be the 
last of China's 240 Itics to be 
shut down. 

International ratings agen- 
cies have been falling over 
each other to downgrade the 
credit ratings for the trust 
and investment companies, 
which have been some of 
China’s biggest borrowers 
overseas. 

The Gitic closure, there- 
fore. has served as a 
wake-up ' call to foreign 
banks and prompted a reas- 
sessment of credit risk. 

Wang Xuebing, president 
of the Bank of China, has 
noted a tightening of foreign 
credit in the immediate 
aftermath of the Gitic shut- 
down but says in the long 
term the closure should 
serve to instill discipline 
among financial institutions, 
both Chinese and foreign. 

“The .closure of Gitic 
shows the Chinese govern- 
ment’s determination to 
enhance regulation and 


ensure stability in the. finan- 
cial system." he says. But he 
adds: "Foreigners should 
learn same lessons." .. 

The troubles in the i non- 
bank financial sector have 
certainly focused foreign 
minds, overturning a couple 
of well-entrenched assump- 
tions. One is that companies 
backed by provincial and 
municipal governments 
would not be allowed to.foil 
and therefore represented 
quasi-sovereign risk. .. 


Another is that China wfki- 
bail out foreign institution^ - 
to protect Its reputation. In. I 
fact, officials in Beijing have- - 
relished the chance to show 
reckless foreign lenders that - 
they have learnt the moral 
hazard lesson of doing so. - 
Other Chinese government 
Initiatives have further 
served to aggravate a foreign . 
banking community made 
irritable by the concern over 
its bread-and-butter lending 

business- 

Moves to stiffen enforce- .' 
meat of foreign exchange 
controls have started to 
delay payments on Letters of 
credit and disrupt many 
banks' trade finance 
operations. The implementa- 
tion of a requirement to see 
customs documentation to. 
prove that goods covered qT*'-"' 
a letter of credit actually 
arrived has slowed the pro- . 


si 








cess. 

In a number of cases Chi- 
nese courts have Issued 
injunctions stopping pay- 
ment on letters of credit , 
while authorities investigate 
alleged fraudulent impart . 
documents or while local 
companies prove unable or - 
unwilling to pay for goods 
-they Haim do not meet the . 
terms of sale. 

The liberalisation of the 
banking sector to allow more , . 
foreign institutions to dp 
local currency business has - . 
moved on greatly in form, 
but less so in substance. 

Another raft of banks has : 
been approved to start ren- 
minbi' operations in Sha$r£. 1 
■hai ancf theTfossL banks ra . 
being allowed. ..ta provide 
similar services_in Shen- 
zhen, the southern border 
town that neighbours Hong 
Kong. 

But the banks still com- 
plain that the terms -of the 
licences are so restrictive 
that little, if any, profitable •• ■ 
business can be done In local 


• 
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currency. 

Still, the most profound 
changes to foreign bankers’ 
operations were not perhaps : 
governed this year as much ;' - 
by conditions in China as. by:--; 
confidence abroad. 

If Beijing’s wen-intefi£«!- 
tioned efforts to clean .up the^ 
Itics bas rattled foreignyp: 
banks, the reordering .of theKK 
international banking .bust 
ness in China predates^: 
Glide's closure. In fact, 
contributed to it 

Gitic was shut down when'-;-? . 
it proved unable to pay ^ 
maturing debts, a liquidity .T, 
problem that owed much to. if 
the decision by -Japanese. -;-! 
bankers to reduce their over- • 
seas lending to remedy over- 
stretched balance sheets at 
home. ' 

Chris Tibbs, head of corpo- 
rate finance at Citibank in 
Shanghai, says: “Over the - 
past 12 months .you have 
seen the disappearance of 
the Japanese banks from the 
syndicated loan market in 
Asia. If you recall that the 
Japanese banks used to take 
30 per cent of new lending, it 
is clear there is going to be a 
shortage of liquidity.” 
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FOREIGN DIRECT INVESTMENT by Stephen Fidler 


Flow of funds from abroad expected to slacken 


ftreign direct investment 
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Weakeness in Asia is one reason why 
emphasis is now being placed on foreign 
investment from Europe and the US 


China was the second most 
important destination for 
foreign direct in vest meat in 

the world last year, after the 
US and ahead of Britain. 

Investment from abroad to 

build factories and other pro- 
ductive assets in China rose 
to S&bn. according to Chi- 
nese statistics. 

For the first eight mouths 
of this year the figures show 
new investment earning in at 
the same rate as in 1997. 
New investment announce- 
ments have risen by 6 per 
cent over last year, a figure 
swollen by some large pro- 
jects such as a $4.5bn petro- 
chemicals investment by 
Shell. 

However, several factors 
lead some observers to 
expect a decline. 

The first is the economic 


condition of Asia. That 
region has consistently 
accounted for more than 70 

per cent of FDI in China, 
though the percentage is 
probably exaggerated by 
western companies investing 
through Hong Kong. 

Some of the Hong Kong 
figure also represents invest- 
mert by mainland Chinese, 
seeking to take advantage of 
greater freedom allowed to 
foreign investors, although 
Chinese analysts say such 
investment, always a modest 
share of the total, is foiling. 

Asia's economic weakness 
is already having some mod- 
est effects on FDI and some 
observers expect the impact 
to grow. Ma Yu, a research 
fellow at the Chinese Acad- 
emy of International Trade 
and Economic Co-operation. 


part of the foreign trade min- 
istry- says some projects 
have already been put on 
hold, particularly by Korean 
and Japanese investors. 

Weakness in Asia Is one 
reason why China Is now 
emphasising foreign invest- 
ment from Europe and the 
US, particularly in five more 
capital-intensive sectors - 
electronics, petrochemicals, 
machinery, vehicle manufac- 
ture and building materials. 

Another is that invest- 
ment from these extra-re- 
gional sources is less likely 
to be directed at China's 
overheated construction sec- 
tor. 

A second linked reason is 
that Asian devaluations 
have prompted expectations 
that China may follow suit. 
This has been repeatedly 
denied by Beijing as a possi- 
bility, at least in the near 
term. 

But, to the extent that the 
expectation of devaluation 


continues, foreign investors 
may defer capital spending 
where possible to avoid the 
risk of a currency loss. 

Third, a retreat by interna- 
tional banks from exposure 
to "emerging" economies 
worldwide is likely to make 
financing some direct invest- 
ment more problematic, 
since many foreign compa- 
nies prefer not to use their 
own balance sheets to 
finance projects. 

Some bankers say that 
nervousness about lenuu 
to China has been increased 
by the financial problems. of 
some of China’s interna- 
tional trust and Investment 
companies, which have bor- 
rowed more than SlObn from 
foreign banks. 

Fourth, in some sectors 
existing and would-be inves- 
tors have been encountering 
unexpected obstacles which 
may deter other investors. 
Foreign investors wen 
unsettled by a tax on capital 


imports announced in April, 
1996. but scrapped last year. 

In some sectors foreign 
projects are intensifying the 
pressures on state enter- 
prises, many of which are 
already in deep financial dif- 
ficulty. At a time of gro wing 
concern about unemploy-: 
ment some investors have 
inferred that they are the 
victims of successful lobby- 
ing efforts by domestic com- 
panies. 

Mr Ma says such problem, 
arise not from a government 
that is becoming more hos- 
tile to foreign investment , 
but out of isolated decisions 
taken by separate govern- 
ment departments. 

One -such decision con- 
cerns foreign pharmaceuti- 
cal companies in China. * 
which complain, that tb-> ' 
government has arbitrarily 
changed the rules affecting 
their operations. 

They have been operating 
in China selling at market 


prices while state-owned 
enterprises continued to be 
subject to price fixing. Now 
they too. must abide by gov- 
ernment set prices. . 

Investors in telecommuni- 
cations and retail ventures 
have also, encountered diffi- 
culties. 

Zheng Xinli, vice-minister 
of. the State bevelo- nt 
Planning Commission, s. ^ 
the pharmaceuticals decision 
was taken bemuse of the ris- 
ing cos : of medical care. 

Docti. i “like to prescribe 
new drugs randomly and 
blindi.. and before they 
are fu. , -^sted," he says. 
However, he insists: “China 
has not changed its policy 
towards the use of foreign 
investment.? . 

Mr Ma argues that China 
could make it a lot easier for 
foreign investors to buy 
state-owned enterprises. 
Another important step 
would be to streamline the 
approval system. 


“Any investment of $30m 
or more has to go to central 
government for approval," 
he says. “This a] -oval pro- 
cess can take two years. 

“Many companies just say: 
Tor^jt it, we are not gum? 
■' 'rough this slow and diffi 
cult process.' If we could 
change that it would be a big 
improvement for foreign 
Investors." 

Officials say changes ma y 
be on the cards, although 
whether Beijing would he 
ready to cede this authority 
is an open question. Mr 
Zheng says: “We are still in 
the middle of studying our 
policy towards the approval 
of FDI in China.” 

He says a recommendation 
has been sent to the State 
Council which argues in 
favour of giving local gov. 
ernraents more say in 
approvals and. leaving only 
the biggest projects for 
approval by Beijing, 

Another issue, says Mr 
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Ma. is the spread of FDI. 
Since China began Us open- 
ing to the outside world 
nearly two decades ago, only 
about 12 per cent of the 
S250bd of FDI has been 
directed to the inland prov- 
inees. 

“There is nothing really to 
encourage them jto go 
jnland,” he says. “There has 
been a lot of talk but not 
much action." 

A lower rate for the inland 
provinces would encourage - 
investment there without a 
huge cost to the treasury, he 
argues. 
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THE CURRENC Y by^gtephen Fidler . 

Devaluation 

Leaders around the world, including Bill 
Clinton, have lauded China's attitude 

Cjhna bas won Internationa] ton. have landed Chin 


medicine would not be cure for problems 


praise over the past year for 
retraining from ail action 
that even officials in Beijing 
argue would be of doubtful 
benefit to the country - 
devaluation. - 

With currency values fall- 
ing across Asia. China was 
seen in financial capitals 
around the world as a Are- 
wall. If China followed the 
sharp currency depreciations 
across Asia with a devalua- 
tion of its own, it would risk 
setting off another round of 
competitive currency devalu- 
ations across the region. 

Whether China would 
indeed come out as a benefi- 
ts jb of such a process is 
ol>en to question. But the 
Chinese leadership has 
milk ed the international 
benefits of its decision not to 
devalue for all it was worth. 
Leaders around the world, 
including President Bill Clin- 


ton. have lauded China's 
responsible behaviour. 

This summer, when the 
Japanese yen weakened 
sharply. Betting’s hints that 
it was being put under pres- 
sure were seen as an impor- 
tant factor behind a US deci- 
sion to intervene in support 
of the yen, notwithstanding 
the limited competition 
between Japanese and 
Ch ines e goods in world mar- 
kets. 

Chinese officials have 
argued first that it would be 
more difficult to force a 
devaluation cm China than 
on other Asian countries. 
The Chinese currency is not 
coavertible for capital 
account transactions, mak- 
ing a speculative run very 
difficult, and perhaps Impos- 
sible, to mount. 

Second, they say. a devalu- 
ation is not needed because 
China is still receiving sig- 


nificant inflows of foreign 
currency.' 

“There is no heed, to 
devalue the renminbi now," 

says Zheng Xinli, vice-minis- 
ter at the State Development 
Planning rvwi’WHfaginn " : 

“Our total trade surplus is 
over US$30bn and from Jan- 
uary to September this year 
we received a total foreign 
direct investment inflow of 
more than $2dbn." 

Moreover, China's official 
- reserves axe high, at $!41bn, 
and steady, be says. 

This suggests no currency 
crisis is imminent, even if 
capital inflows to China 
shrink as banks around the 
world retreat from risk and 
direct investors become 
more cautious. 

The size of the apparent 
inflows, however, raises 
questions about why the 
reserves have not risen. 

Part of the explanation 
seems to lie in the increased 
volumes of foreign currency 
held by enterprises in China. 
Some of these holdings are 
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now legal, and may have 
been increased by the mik of 
devaluation. 

Some of the answer may 
also lie in distortions in the 
trade statistics. Imports may 
be underestimated and 
exports exaggerated in the 
official data. 

frnport: figures, at least 
until a recent crackdown on 
smuggling by the authori- 
ties, have not taken account 


of contraband. Exports may 
also have been exaggerated 
somewhat as enterprises 
seek to take advantage of 
rebates on sales taxes paid 
to exporters. 

Third, officials also say 
that, although there is some 
pressure from enterprises to 
adjust the currency's value, 
a devaluation would be of 
questionable use in address- 
ing the country's economic 


difficulties. For example, it 
would not work to signifi- 
cantly lower prices for Chi- 
nese goods abroad. Officials 
estimate that 52 per cent of 
Chinese exports are based on 
foreign inputs, meaning a 
devaluation would increase 
costs for domestic companies 
as well as pushing up the 
price level at home. 

Export competitiveness is 
less driven by currency val- 
ues and more by the domes- 
tic price level, financial and 
taxation policies, says a Chi- 
nese banker. 

In any case, important 
markets for China in Asia 
remain depressed and are 
unlikely to respond to lower 
prices by basing more. 

Beyond that, there is con- 
cern about the effect of a 
devaluation on confidence. 
While there is some evidence 
that some foreign direct 
investors may be slowing 
inflows in case a devaluation 
forces them to recognise cur- 
rency losses, it is not dear 
that devaluing the currency 


would automatically 
increase flows. 

Bankers say this is 
because foreign investors 
would not know whether the 
currency adjustment was a 
final or merely a first step. 

Beyond that, a devaluation 
would also increase the bur- 
den of servicing China's for- 
eign debt, estimated to 
amount to about Sl60bn. 
This should not be a prob- 
lem under normal circum- 
stances - foreign debt is a 
modest sum relative to GDP 
and interest payments are a 
relatively small proportion 
of exports. 

However. Figures from the 
Bonk for International Set- 
tlements show that, or the 
S63Jbn that Chinn owed at 
the end of last year to west- 
ern and Japanese banks, 
S33.8bn was of a maturity of 
one year or less. 

Moreover, to the Sttf.Zbn 
must be added a further 
S2b.9bn owed to banks in 
Hong Kong and other finan- 
cial centres outside the BIS 


reporting area, for which 
there is no maturity break- 
down. 

With banks retreating 
from riskier loans around 
the world, a devaluation that 
affected confidence would 
make China's debt position 
more difficult to handle. 

There is also another rea- 
son why the Chinese leader- 
ship will not decide lightly 
on a devaluation. Hong 
Kong's continued prosperity 
is viewed as being of huge 
importance to Beijing os a 
tangible demonstration 
that it can make the one 
country, two systems for- 
mula work. 

Devaluation of the ren- 
minbi would jeopardise that 
prosperity by calling into 
question the sustainability 
of the currency board that 
pegs Hong Kong's currency 
to the US dollar. 

"We really have to con- 
sider whether a weaker cur- 
rency can do China any 
good." says a senior banker 
in BeUing. 


FOREIGN EXCHANGE by James Harding 


Cracks sealed to curb outflows 

The authorities have issued more than 20 different notices, and regulations, tightening the supervision of foreign exchange transactions 

While the Chinese authorities have issued more exposure to foreign from the Asian disease. sum that has slipped out of vertibility in 2000. the imple 


While the Chinese 
leadership has clung dog- 
gedly to its commitment not 
tp-jjlevalue the currency this 
year, the government's tech- 
nocrats have stepped in to 
stop illegal capital outflows 
through the cracks In Chi- 
na's foreign exchange con- 
trols. 

“The centra] regulatory 
authorities have seen that 
Chinese companies are 
thinking there is a devalua- 
tion coming and that is why 
they have acted in such an 
aggressive manner against 
perceived capital flight," 
says Nicholas Howson, part- 
ner at law firm Paid, Weiss 
In Beijing. 

Since mid-September, Chi- 
na's foreign exchange 


authorities have issued more 
than 20 different notices and 
regulations, tightening the 
supervision of forex transac- 
tions and raising the require- 
ments for official documen- 
tation, conversion and 
remittance on hard currency 
transactions. 

Taken together, says one 
. western observer ii» Beijing; 
the measures represent “big- 
ger road blocks at' every con- 
ceivable currency conver- 
sion and remittance". 

The /tougher implementa- 
tion of foreign exchange con- 
trols is symptomatic . of the 
underlying concern in. China 
about the stability of the 
currency, the scale of illegal 
flows erf hard currency out of 
the country and hidden. 




Oaf XtangJong: pledged not to devalue 


TAX by James Harding 


exposure to foreign 
exchange debt. 

But the measures are gen- 
erating problems of their 
own. The stringent demands 
on the registration and pro- 
cessing of foreign exchange 
transactions are clogging up 
. the process, of trade finance 
and delaying payments to 
commercial businesses both 
inside China and overseas. 

The more exacting restric- 
tions are now threaten frig to 
deter potential foreign inves- 
tors, who are worried about 
the problems They may face 
in trying to remit hari! cur- 
rency earnings home. 

“The adverse impact on 
trading companies, espe- 
cially exporters into China, 
has been immediate," says 
Mr Hows(hl> “But, going for- 
ward, the enhanced enforce' 
mentwiB also have a serious 
impact on investment and 
haul currency financing^ 
“Title ' investment and" ' 
finance communities have 
not' really .woken up to the 
implications yet, but there 
are now very real- con- 
straints <m the liberation of 
foreign exchange for invest- 
ment returns and debt ser- 
vice." 

In Shanghai the general 
manager of a large European 
trading company says: 
“Things are getting pretty 
difficult The forex controls 
have had a huge impact on 
our business. We axe finding 
it hard to- swap renminbi 
into foreign currency." 

Another foreign-invested 
company in the city's free 
trade zone reports that it has 
not been able to obtain 
approval to remit US dollars 
to Its parent company 
through a tqyfthfca] services 
agreement- • 

The stiffening .of foreign 
exchange controls offers a 
tdhng comment about Chi- 
nese perceptions of the sta- 
bility of their currency and 
concerns about infection 


from the Asian disease. 

Zhu Rongji, the prime min- 
ister, htwI Dai Xianglong, the 
central bank governor, are 
understood to be committed 
to holding to the no-devalua- 
tion pledge lor 1999 as well 
as 1998, not just for the sake 
of international economic 
stability but, more crucially, 
in the interests of China’s 
own economy. 


Tougher foreign 
exchange controls 
are symptomatic 
of concern about 
the stability 
of the Chinese 
currency’ 


However, Chinese enter- 
prises and indtvkJnais have 
plainly had their doubts. 

Wu Xlaoling, director-gen- 
eral of the State Administra- 
tion of Foreign Exchange 
Control, said earlier this 
month: "Starting fro m 
year the falsification of 
import documents for the 
purpose of obtaining foreign 
exchange . ■ .has been an the 
rise." 

The full extent of illegal 
flows of foreign currency out 
of China is not dear. But 
there hais been growing cir- 
cumstantial evidence to sug- 
gest that- capital flight is 
considerable. 

Despite a trade surplus of 
more than SSObn and nearly 
as much again in foreign 
investment inflows, -the 
country's ¥l4lbn in foreign . 
currency . reserves have I 
barely grown this year. j 

Last year, the “errors and { 
omissions” category in Chi- 
na's balance of payments, 
which offers a due to the 


Shortage of state 
funds is acute 

This year, the pressures resulting from what has long been a 
shrinking fiscal base have started to cast a longer shadow 

rhina's tax collectors would Liu Zhuo, deputy director unemployment but the real 
•Vvevou believe it has been of the Research Institute of question is how long the 

Taxation Science under the government can keep pump- 


:i*good year- 

The State Administration 

t f Taxation says industrial 
nd commercial tax income 


Taxation Science under' the government can keep pump- 
State Administration of Tax- Ing money in to keep control 
ation, said earlier this year: of these things 


“Ample fiscal revenue is 


fo the fireT nine months of vital to ftxrther state mter- 

1998 was RMB586.6bn, up 9-3 prise restructuring, relieve 


“They have enough funds 
to keep China above water 


prise restructuring, relieve for a while, but if th ey m iss 
the pressure of re-employ- this window of opportunity 


F n _r cent from the same the pressure or re-empioy- tms wmoow or opportune 
Srind last year, and in Sep- meat, maintain the stability it is going to get very fflffir 
Jr„v_r alone it pew by 20.9 of agricultural' production cult for them to manoeuvre." 


per cent yearon-year. 

But the government s 
: energetic efforts this year to 
1 reverse the long-term trend 
: of collapsing fiscal revenues 
only serves to underline the 
anxiety that surrounds an 


and increase exports." 

The government was 


The reliance cm fiscal mea- 
sures to lift growth through. 


lfwking at the introduction infrastructure spending as 
of new taxes and ways of well as easing the pain of 
increasing collection as part mass redundancies in the 
of its. drive to increase rove- state industrial sector helps 


nues, Mr Liu said in an 


to explain the bout of gov- 

3 I!,Ttp y shortage ‘of state article. . ernment activity in the tax 

Rptwem 1978 and 1995 Dong Tao, analyst at arena this year. 
Sti^r^evenues have Crfdit Suisse First Boston. Ztm Rongji made tax 
. jjs W r cent of suggests the government reform one of _ his goveni- 

shrunk from t,«c the cmnp to Knenri m ant’s chief nriorfties when 


which according to conserva- 
tive estimates has cost the 
government as much as 
RMB30bn a year. 

Beijing has also set out 
measures to tackle corporate 
tax arrears. And the govern- 
ment has appointed Delcritte 
Touche Tohmatsn, the 
accountancy firm, to under- 
take a two- year study of 
how to reform a tax system 
that is dogged by corruption 
and dimnlc inefficiency. 

But, even with this year’s 
reported increase in tax rev- 
enues, budgetary resources 
are proving inadequate to 
meet the needs of govern- 
ment spending, which has | 
risen by 2D per cent on pub- 
lic sector infrastructure ; 
alone. 

As a result Beijing has 
turned increasingly to bond 
issues. Total debt issuance 
for 1998 is expected to reach 
RMBfflWbn. according to 
economists, a substantial 
leap even from the previous 
year which had marked a 
new high with KMBlOObn 
worth of government bonds 


n ner cent still has the scope to spend meat's chief priorities when 

GDP t° “ v* pressures Its way out of an economic he took up his job as China's 
what has long slowdown that is being prime minister in. March. 
? SU,l ?ri»rinkinR fiscal base caused by falling exports, Since then the tax authon- 
***" LrtStocast a longer slowing foreign investment ties have streamlined areas 
nave start*! ro bBomo6 a ^ flat domestic demand of taxation, abolishing more 
shadow. Ta*- ^ ^ bQt time is limited. - than 200 fees and levies that 

enter- "Nof only is the external * were a bureaucratic burden 
look for unemployment growth diminishing, but pri- on business and generated 
prtso reform. ... ^ vate demand is stagnant," he little revenue for central 

and e roW “*. increasingly says. government coffers- 

come to re*? ngcal -The market Is focused on The government has also 

heavily «« a flagging the currency, reforms of the launched a nationwide ram- 
resources t state-owned enterprises and paign against tax evasion, 

economy- - 


Some of this year's 
increase is accounted for by 
an extraordinary RMBJCTObn 
bond to help in recapitalis- 
ing the state banks. Stffl, In 
the next few years more gov- 
ernment bonds are expected, 
with likely annnai issuance 
estimated at RMB35Mfi0bn. 

Dong Tao Says: “The gov- 
ernment hag to tvwHnno def- 
icit spending, as that is the 
only way it can keep the 
growth level up." 


sum that has slipped out of 
sight, was $16-9bn. 

Officials and diplomats in 
Beijiog suggest the closer 
scrutiny of China's foreign 
exchange transactions also 
reflects anxiety about 
unseen e x posure to foreign 
currency debt. 

"Zhu Rongji has been 
greatly influenced by the 
intelligence he had about the 
way the Korean economy 
came apart," says one west- 
ern observer. 

“He believes what was cru- 
cial was tiie central bank's 
failure to monitor offshore 
loans. He Is worried about 
the scale of China's unre- 
corded offshore borrowings." 

In contrast with a couple 
of years ago, when China 
had formally adopted con- 
vertibility on the current 
account and was still sug- 
gesting that It planned to 
move tp capital account con- 


vertibility in 2000. the imple- 
mentation of copious rules 
on foreign exchange deals 
seems to some people to be a 
step backwards. 

But, officials say China 
has not taken a retrogressive 
step on foreign exchange but 
is simply insisting on the 
enforcement of long-standing 
regulations. 

Nevertheless, in the light 
of the Asian crisis, the time- 
table for Affi currency con- 
vertibility has plainly 
slipped and closer control of 
foreign exchange has greater 
respectability. 

Asked whether China has 
postponed its plans for a 
freely convertible currency 
on the capital account. 
Xiang Huaicheng, China's 
finance minister, says: “It is 
not a matter of delaying it 

“It is a matter of making 
sure all the conditions are 
mature." .. -• 
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TELECOMMUNICATIONS by James Kynge 


Check on joint ventures hits foreign hopefuls 


This has been a testing year for equipment suppliers and 
telecoms service companies striving for access to consumers 


Telecommunications stand 
□ut as an area in which the 
promise of the China market 
has materialised with sur- 
prising rapidity. 

The industry therefore 
makes an interesting study 
for the many foreign inves- 
tors and salespeople who 
remain caught between 
great expectations and lack- 
lustre results. 

Not only is China the 
world’s fastest growing tele- 
coms market, it has recently 
also become in absolute 
terms the third largest 
mobile telephony market 
and the second largest for 
fixed line services. In pagers 
it leads the world by a con- 
siderable margin, with more 
than 60m subscribers. 

Penetration rates remain 
low. The country's 104m 
fixed line subscribers point 
to a rate of just less than IQ 
per cent by the end of the 
year. 

But. despite spectacular 
opportunities, this has been 
a testing year for foreign 
equipment suppliers and 
telecoms service companies 
striving for access to con- 
sumers. 

One shock to aspirations 


came in September after 
news emerged that an Inter- 
nal government document 
was recommending the ban- 
ning of a so-called ''Chinese, 
Chinese, Foreign" (CCFJ 
investment format, through 
which multinationals had 
invested about US$1. 4bn. 

The format, which bad 
been endorsed publicly by 
many senior Chinese offi- 
cials, took advantage of legal 
lacunae to circumvent a pro- 
hibition on foreigners hold- 
ing equity stakes in telecoms 
service companies. 

Telecoms companies such 
as France Telecom, Deutsche 
Telecom, Sprint and 43 oth- 
ers had entered complex 
agreements with China Uni- 
com. the less influential of 
the two state carriers, which 
allowed them to derive reve- 
nue from telecoms 
operations through a 
web of management, leasing, 
consultancy and other 
fees. 

But concern grew in offi- 
cial circles that foreigners, 
by stealth, were gaining far 
more of a foothold in China's 
sendees market than Beijing 
was prepared to offer in its 
negotiations to join the 


FARMING by Peter Montag non 


Countryside 

dilemma 


The more farmers are kept happy, the 
more unhappy trading partners will be 


On the surface life seems 
easy for a family of farmers 
sitting in the sunshine in the 
courtyard outside their 
house in hills near the 
southwestern city of 
Chongqing. 

The sun is shining, crops 
are growing abundantly on 
the terraced hills and ducks 
are splashing happily in the 
nearby pond. 

The underlying reality is a 
little different. Last year pig 
meat fetched more than 
RMB8 a kilo, says Hang 
Zihui. This year, thank s to a 
glut in supplies, the price 
has gone down to between 
RMB5 and RMB6. 

Inside the ramshackle liv- 
ing room of her house Mrs 
Hang has a colour television 
set and a video recorder. But 
such luxury is possible only 
because her son has a job 
with a state-owned company 
in the city and her daughter 
works in an hotel in Shen- 
zhen near the border with 
Hong Kong. 

With reform of state enter- 
prises and a downturn in 
business facing the hotel 
trade, it is suddenly not so 
clear whether the children 
will continue to manage. 
Mrs Hang says her daughter 
may have to come home. 

That could mean a loss of 
family income and one extra 
mouth to feed at a time 
when incomes are under 
pressure. It is the kind of 
worry facing many families 
in rural China in the wake of 
the economic slowdown. 

For Beijing it is also a con- 
cern. With 900m people out 
of Chinn's total population of 
IJSbn living in rural areas, a 
sense of wellbeing in the 
countryside is essential to 
national stability. 

As the economy turns 
down, there is a fear that the 
countryside may have to 
absorb displaced workers 
from the cities, or at least 
that the cities will no longer 
offer employment opportuni- 
ties that used to attract sur- 
plus rural labour. 

All this is occurring at a 
time when farm incomes arc 
growing at a rate of only 
around l per cent, below the 
national average. 

It is thus not surprising 
that the government regards 
agriculture as a main prior- 
ity. Last month a govern- 
ment statement following a 
legislative review of farm 
policy made dear that the 
sector was a vital part of 
overall economic policy. 

"Without stability in rural 
areas, there will be no stabil- 
ity in the country," It said. 

"Without prosperity for 

farmers, there will be no 
prosperity for the Chinese." 

But. apart from confirming 
the plan to allow farmers 30- 
year leases on their land 
instead of 15-year agree- 
ments as before, the state- 
ment from the ruling Com- 
munist Party's central 
committee was vaguely 
worded and contained little 
by way of new initiatives. 

One reason, according to 
western economists, is that 
farm policy In China has a 
number of objectives that 
are not easy to reconcile. 

On the one hand the gov- 


ernment. at national and 
provincial level, is concerned 
about the need to provide 
enough food for the people. 

Farmers must have 
incomes high enough to pro- 
vide incentives to meet this 
objective. Close attention is 
paid to grain output and, 
although fanners have been 
tempted in recent years to 
diversify into more lucrative 
crops such as fruit and flow- 
ers, regulations limit .the 
opportunities for doing so. 

On the other hand the gov- 
ernment has also been con- 
cerned to keep the price of 
food affordable to city dwell- 
ers. Two significant policy 
shifts this year illustrate 
how it is seeking to pursue 
‘ these overall objectives. 

The first, which has the 
most immediate im pact, con- 
cerns distribution. Tradition- 
ally the government has 
sought to keep retail food 
prices down and farm 
income up by buying from 
farmers a proportion of their 
crop at guaranteed prices 
and then making the grain 
available to consumers In 
the cities at a lower, subsi- 
dised price. 

But after bumper harvests 
in the past three years - this 
year's grain output officially 
is expected to come in close 
to last year’s 494m tonnes - 
this system was no longer 
working. With silos over- 
flowing, fanners found the 
government buyers unwill- 
ing to purchase much grain. 
As a result it was being 
dumped In the cities at 
rock-bottom prices, fuelling 
the deflation in China's 
economy. 

Recently, therefore, a new 
policy was introduced. Now 
the government effectively 
sets a Boor price by agreeing 
to buy all available grain at 
a predetermined price. 

Responsibility for selling 
the grain on has been 
devolved down to provincial 
governors who are changed 
with the task at reselling it 
at prices that do not involve 
a loss. The aim is thus to 
reduce the burden of subsi- 
dies and to shift the benefit 
of government intervention 
away from city dwellers 


towards the rural areas. 

An overhaul of the distri- 
bution system was made 
doubly necessary by recent 
revelations of corruption. 

Last month the Chinese 
press reported that an inves- 
tigation into grain buying by 
the government found that 
more than RMBSObn allo- 
cated for grain buying had 
disappeared into real estate 
speculation as well as the 
purchase of luxury items 
such as cars and mobile 
phones for officials. 

How far the new arrange- 
ments will prevent such mal- 
practice is uncertain. West- 
ern economists say it is also 
too early to say how the new 
distribution will affect prices 
in the long term. 

THe more China tries to 
keep Its farmers happy, the 
more unhappy many of its 
trading partners are likely to 
be. But, as in so many other 
countries, the pressure to 


World Trade Organisation. 

Wu Jichuan, the powerful 
minister of information 
industries, became increas- 
ingly concerned. He neutral- 
ised Unicorn’s main sup- 
porter within the ministry, 
Liu Jianfeng, who was 
moved to another job. 

“China Unicom has started 
to use the Chinese, Chinese, 
Foreign method," Mr Wu 
said In an interview in Octo- 
ber. "But in this method we 
have found many Irregulari- 
ties.” 

"To us (some of) these are 
a violation of development 
laws. At the moment, we are 
conducting a process of rec- 
tification ... We want to 
clean up these joint ventures 
one by one.” 

The minister said the main 
violation was that foreign 
partners had often derived 
revenue from installation 
fees. Such fees should be 
used to pay for infrastruc- 
ture construction, especially 
in the more ma rginal areas 
of China. 

Foreign companies 
involved in CCF ventures 
should derive revenue only 
from the operation of the 
network. Mr Wu said. 


Telecoms consultants said 
that. If the main criterion of 
propriety was the use of 
installation fees, most CCF 
ventures were likely to have 
transgressed. It was not 
clear what the process of rec- 
tification would hold for the 
foreign investors, but clo- 
sure and reorganisation 
were distinct possibilities- 
Mr Wu made it clear that 
his ministry had assumed 
control over approvals for 
Unicorn’s business ventures 
and warned that the carrier 
would from now on have to 
“abide by the same rales" as 
China Telecom, the domi- 
nant state carrier. Effec- 
tively, Mr Wu has positioned 


himself as the main arbiter 
of competitive practice. 

Flexing its new muscle, 
the ministry ordered in 
November that telecoms 
companies should "buy 
local" mobile telephony 
equipment where poss- 
ible. 

The order coincided with 
the news that two leading, 
local manufacturers, Huawei 
Technologies and Datang 
Telecom Technology, were 
soon to roll out mobile tele- 
phone systems developed 
in-house. 

Though there remain sev- 
eral areas in which the lead- 
ing four Chinese equipment 
manufacturers are techno- 


logically backward - they do 
not yet make handsets - 
their competition has begun 
to erode the market share of 
foreign competitors such as 
Ericsson, Nokia, Alcatel, 
Nortel and Motorola. 

The stakes are high. The 
mobile telephony equipment 
market, excluding handsets, 
accounts for about USS7.5bn 
annually, according to offi- 
cial statistics. There were 
about 20m subscribers in 
China in mid-1998 and the 
number was growing by 
almost lm a month. 

It was not dear if the “buy 
local” order meant that only 
equipment made by Chinese 
companies should be bought 


by China Telecom and Uni- 
com, or if products made m 
China by foreign investors 
also counted as “local". Con- 
suitants said it was likely 
that the distinction was left 
purposely vague. 

"There will be a clear pref- 
erence where possible to buy 
from the emerging domestic 
champions," says Duncan 
Clark, founding partner of 
BDA China, a telecoms con- 
sultants in Beijing. 

The rise of local competi- 
tion in the equipment mar- 
ket has also contributed to 
falling profit margins for for- 
eign manufacturers. 

"We have more than dou- 
bled our sales every year 
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since we were esta b lish e d," 
says Wong Pd. deputy gen- 
eral manager of Datang Tgv 
com Technology. Co. 
company expects sales of 
RMB2bn this year, up from 
RMBibn last year. 

The biggest Chinese equip. 
raont supplier. Huawei, dem- 
onstrates that local Chinese 
competition appears to be 
focused chi long-term strate- 
gies. Of Huawsl’s 8,000 staff 
- average age 27 - 3500 are. 
researchers and their R&D 
spending is equivalent to 
one quarter the value of 
sales. 

The success of focal manu- 
facturers has contributed to 
a growing sense that China 
does not need foreign tele- 
corns investment as much as 
previously thought, 
mated sales growth of 35 per 
cent this year means that 
revenues are healthy. . 

The successful listing of 
China Telecom (HK) in Hong 
Kong last year showed that 
China can raise capital eas- 
ily without ceding manage- 
ment control. 

“Telecoms ... is a good 
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piece of meat and everyone 
wants to have a bite,” - — 


SntrSMOto 


Zheng Xinli. deputy secre- 
tary general of the State' 
Development Planning Com- 
mission in Beijing. 






They wouldn ’t have survived their migration 
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they couldn’t have stopped if construction 

on a nearby power plant had scared them away; 


the construction wouldn ’t have waited 
if not for the engineers of ABB. 
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HOUSING by Peter Montagnon 
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up to some home truths 
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: - Sunsdised housing for workers will be 
^ phased out and occupiers may buy their 
■' ** own homes or pay cdrrimerciai rents 
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Of all the reforms initiated 
by China's prime minister 
Zbo Rongji, flwf in hmigfag 

could end up having the bi& 

Best impact on the lives of 
ordinary Chinese as well as 
on the economy. 

Mr Zba announced in 
March that: the subsidised 
. bousing- traditionally 
available -byr state sector 
employers to Chinese work- 
ers would be phased out. 
Instead, workers would be 
encouraged to buy their own 
homes from the state or at 
least payamore commercial 
rent 

■ For some of China’s more 
advanced -cities such as 
Shanghai and Guangzhou, 
where the residential prop- 
erty market is already domi- 
nated by the private sector, 
this was not particularly 
new. 

For the- country as a 
whole, though, it nta"* a 
radical transformation of a 
system whereby most people 
pay almost nothing to live in 

Hn wring Hurt bbk nflnrertort 

to them with their jobs. 

Even in the short run, 
economists said, the reform 


conl d provide a badly 
boost to domestic demand as 
house buyers drew on their 
savings to embellish and 
equip their newly acquired 
properties. 

Meanwhile, the change 
would relieve state .enter- 
prises of the burden of pro- 
viding housing for their 
employees, while it was 
hoped ' the eiimihatfnh of 
subsidies would free up 
money that could usefuBy bw 
spent . on infrastructure 

lln^ fiig pmwit 

A little more than six 
months later the reform is 
yielding fewer short-term 
benefits than initially expec- 
ted. 

While be says that hous- 
ing reform should have “a 
big impact” on China's 'eco- 
nomic development, Yu 
Zhengsheng, construction 
minister, says it also 
depends on achieving the 
right balance between sup- 
ply of affordable housing 
aivi riamatiri. 

China has been actively 
engaged in increasing and 
improving its housing stock, 
he says. In recent years new 


housing space has been 
increasing at a- rate of some 
260m square metres annu- 
ally In urban areas. 

In the countryside, where 
most Chinese live and the 
need for upgraded property 
is more acute, the increase is 
higher at between 800 to 700 
square metres, 

Bw fln* nbw rf 

this year residential con- 
struction in urban' areas 
increased by 10 per cent, but 
-demand needs to be nur- 
tured as well as supply," says 
Mr Yu. “Without an increase 
in demand, you win. see 
- more and more vacant 
homes .** he says. ' 

Such a cautionary remark 
will make obvious sense to 
Beijing residents struggling 
to meet the average $30,000 
to $40,000 cost of a new 
apartment in the commercial 
sector. On top of that will 

reynp frrwp and high 

for c ommuna l maintenance 
and other services. 

With many apartments 
remaining even as 

the stock of new properties 
increases, prices are soft. 
The limited resale market 
and the of long-term 
mortgage finance act as * 
farther deterrent 

Economists say there are 
other reasons why the 


reform is proceeding slowly. 
One is uncertainty about 
who will in future have 
rights to own land and deter- 
mine its use. Another is tear 

among local government 

o fficials ' t b p* they will be 
blamed for selling hanging 
too cheaply. 

As part of the complicated 
arrangements instituted 
under tbta year's reforms, 
state-ow n e d housing to to be 
sold at a discount to market 
prices that varies, both 
aiwi n ^riy to quality of the 
building concerned and to 
the length of service of indi- 
vidual employees; 

But tars of being accused 
Of favouritism - towards 
senior workers who have 
access to higher quality 
accommodation have made 
T rm riy aflkto m»- pnrm about 

rushing into a sales pro- 
gramme. 

To ward off speculative 
excess, a limitation of five 
years has been imposed on 
the resale of housing bought 
from the state. Although 

SOlOe Cfffos IwrHirrtng RTiamr - 

bal, have softened this 
restriction, economists say 
the lack of a liquid resale 
pmrka* to a significant deter- 
rent to buyers. 

Not only does it discour- 
age those that want to move 


upmarket. Many are 

already worried about com- 
mitting themselves to a 
mortgage at a time when 
they tar losing their jobs in 
the reform of state enter- 


Singapore-style provident 
foods set up by local govern- 
ments, into which both 
employees and employers 
contribute, do not help 
much- Though individuals 
can draw on these funds for 
mortgage finance, they have 
little incentive to do so when 
money left to »iwimni>ti» on 

their hriMjf i*aq alen ftp ttcpH 

to provide a pension later. 

LI Ylngra. boosing reform 
director in the southwestern 
city of Chongqing, says the 
aim of housing reform is 
both to improve the quality 
of life by providing better 
quality housing with 
more living space and to bol- 
ster the construction indus- 
try. 

There is a short-run cost 
to tire government in promo- 
ting tiie market by providing 
tax exemption and land for 
development, but in the lon- 
ger run there should be a net 

benefit because overall 
wealth and tax receipts will 
Increase. 

Chongqing, which had 
a sales programme since 


1994, is now trying to 
encourage the development 
of a real estate industry to 
make its housing market 
more liquid, says Mr Li. 

Once that happens across 
the country as a whole, the 
economic benefits could be 
enormous. People would 
have an asset against which 
they could barrow to finance 
business activities and a 
whole new range of service 
industries including both 
insurance and retail mort- 
gage companies would flour- 
ish, says Yukon Huang, 
China director of the World 
Bank. 

One further problem is 
that land development is 
controlled by the municipal 
authorities. If zoning was 
deregulated, allowing people 
with property in city centres 
to sen them for commercial 
development, many more 
jobs could be generated. 

*Tf they could tackle this it 
would be a major source of 
growth in itself." says Mr 

Huang . 

Even if China has not 
managed yet to reap much 
short-term benefit from 
housing reform. the 
long-term prize is still sub- 
stantial. But it will still take 
considerable political cour- 
age to attain _ 
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I^ast year in Sooth Humber Bank, UK, one of the wonders of technology 
collided with one of the wonders of nature and something wonderful happened. 

Nature survived. 

The largest combined cycle power plant in Europe was under construction. 

Unfortunately, it was on a site adjacent to a feeding ground for migratory birds. 

Fortunately, the company doing the construction was ABB. You see, ABB is one company 
that’s not only committed to the business of electric power generation, it’s also committed 
to the preservation of the environment. 

And it’s a commitment that stretches from ABB’s senior management 
all the way through to its subcontractors on the construction site. 

Which is why during the months between September and March, 
construction on the plant, which might have alarmed the migrating birds and 
prevented them from feeding, was abruptly stopped. 

The power plant, which is representative of modem power plant technology 
(highly efficient with minimal impact on the surrounding environment), was finished 
only after the birds had completed their annual migration through the area. 

A fact that made English environmentalists very happy. 

Not to mention the birds. 
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RETAILING by James Harding 
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Consumers 
are clear 
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INGENUITY AT WORK 




winners 


Retailers have had little power to stop 
sinking prices and narrowing margins 


In China’s oversupplied and 
highly competitive retail 
market, the one dear winner 
is the Chinese consumer. 

Over tbe last year, prices 
fell steadily, while the choice 
of products continued to 
grow. At the big-ticket end 
of the market, the cost of a 
Volkswagen sedan car in 
Shanghai has been cut from 
RMB140.000 at tbe beginning 
of last year to RMB115.000 
today. 

Consumer electronics are 
cheaper too: a bottom-of-the- 
range microwave oven now 
sells for RMB500. by compar- 
ison with RMB820 in early 
1997. Even many food items 
- from a bowl of instant noo- 
dles to a kilo bag of frozen 
chicken feet - cost markedly 
less than a year ago. 

But the potential boon to 
consumers has been a very 
real drag on the growth of 
consumer goods manufactur- 
ers, distributors and retail- 
ers. which have had little 
power to stop sinking prices 
and narrowing margins. 

Zhang Xinsheng, president 
of Hualian Group, one of 
China's leading retailers, 
says: “Income growth has 
slowed, just as people have 
to spend more in new areas 
such as insurance, education 
and housing. Weaker con- 
sumer power and oversupply 
have worked together to cre- 
ate a sluggish market." 

Retailing margins have 
been in decline since tbe 
early 1990s. In Shanghai, offi- 
cial figures show that profit 
margins at commercial 
enterprises sunk from 3.51 
per cent in 1991 to 1.2 per 
cent in 1996. Today, industry 
analysts suggest the average 
is around 1 per cent 

The onset of deflation 
since last year has further 
eaten into the businesses of 
making, trading and selling 
consumer goods. Prices were 
foiling in many sectors well 
before October 1997, but 
every month since then offi- 
cial figures have shown 
gathering deflationary pres- 
sure. 

China recorded a &3 per 
cent decrease in retail prices 
year-on-year in September. 
Deflation itself is working to 
dampen consumer demand, 
because Chinese customers 
are delaying purchases as 
they wait for lower prices. 

Consumer hesitancy also 
serves as a telling barometer 
of popular confidence in the 
economy. Mr Zhang says 
there are “psychological rea- 
sons" for the lacklustre mar- 
ket conditions. 

“As a result of the Asian 
financial crisis and the sharp 
devaluation of the Russian 
currency. Chinese consum- 
ers are more cautious in 
spending money, which is 
why consumer demand has 
not recovered even after 
prices have fallen." 

As redundancies have hit 
not just rusting old state-en- 
terprises, but also the ser- 
vice industries that have 
over-expanded on rosy 
expectations of growth, job 
insecurity has become a new 
feature of metropolitan 
China. 

Those safe in their jobs are 
lacing a slowdown in income 
growth, a marked departure 
from the more than 10 per 
cent annual salary rises ear- 
lier in the 1990s. 

Modest demand in urban 
areas was expected after Chi- 
na's city-dwellers went on a 
shopping spree in the mid- 
1990s. Almost all urban 
homes are equipped with a 
colour television, a refrigera- 
tor and a washing machine. 

But as the retail industry 
turns Its attention to the 
next Her of Chinese consum- 
ers - rural buyers - it is 


disappointed by the low level 
of sales. The urban-rural gap 
in disposable incomes has 
frustrated retail ambitions in 
the countryside. 

Per capita consumer 
spending in rural areas is 60 
per cent lower than in urban 
areas, according to recent 
figures. Chronic oversupply 
both in manufacturing 
industries and retailing has 
been as much of a factor in 
the industry's troubles as 
the financial health of Chi- 
nese consumers. 

China's motorcycle indus- 
try. for example, has an 
overall capacity of 15m 
units, but demand is limited 
to &5m-9m a year, according 
to an official at Jianshe-Ya- 
maha Motor, a motorcycle 
manufacturer in Chongqing. 

Other companies have 
been cutting prices by as 
much as 20 per cent this 
year. Some of China's 200 
motorcycle manufacturers 
are piling up losses and are 
expected to close. In the 
ice-cream business, there is 
a similar case of overcapa- 
city. cost-cutting and fore- 
casts of consolidation. For- 
eign ice-cream makers say 
China is the most competi- 
tive market in the world - in 
Shanghai alone there are 
more than 700 ice-cream 
products on sale, made by 
more than 100 manufactur- 
ers. 

Not all are likely to sur- 
vive, particularly amid a 
general slowdown in the 
consumer goods industry. 
“There will be three survi- 
vors in Shanghai, ” says 
Dave Stoneman. general 
manager of Shanghai A.S. 
Watson Yimin Food Com- 
pany, which makes Moun- 
tain Cream, the leading 
Hong Kong brand in China. 

He suggests most of the 
local loss-making companies 
will be forced to fold, leaving 
Mountain Cream. Wall’s, 
owned by Anglo-Dutch Uni- 
lever, and Nestle, the Swiss 
group. “The others do not 
have tbe strength to deal 
with the competition." 

The retailing industry 
itself has suffered from a 
similar story of a sudden 
surplus of supply. In Shang- 
hai retailing floorspace more 
than doubled as the number 
of supermarkets grew at the 
rate of 100 stores a year to 
reach more than 900 in 1998. 

With the increase in the 
□umber of retail outlets, 
profit growth at some of Chi- 
na’s best-known shops has 
gone into decline. According 
to figures in an official news- 
paper, profit growth at Chi- 
na's top 100 department, 
stores turned from a 19.9 per 
cent increase in 1991 
to a 3&3 per cent decline in 
1996. 

The competition makes 
China's retelling sector a 
challenging one for foreign 
retailers. But, this year, 
fresh regulatory hurdles are 
posing an even bigger 
obstacle to entry and expan- 
sion. 

Beijing has ordered the 
“reorganisation" of the 277 
Sino-foreign joint ventures 
in retailing, a move to pro- 
tect local shopowners from 
international competition. 
Under the restructuring, 
many international investors 
in retailing joint ventures 
are required to hand over 
majority ownership to their 
Chinese partners. 

Regulations on tbe open- 
ing up of the retail sector 
announced in 1992 required 
that pilot commercial joint 
ventures be approved by the 
State Council, China's cabi- 
net, and that Chinese part- 
ners should hold at least 50 
per cent of the shares la the 
Joint venture. 
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POLITICS by James Kynge 


Reform reaches top level 


Assessing the forces shaping Beijing’s 
policy is no longer a question of reading 


one man s character 

To describe China’s new 
government as technocratic 
is not remotely controver- 
sial Jiang Zemin, the presi- 
dent. was trained as an elec- 
trical engineer. So was Zhu 
Rongji, the premier. 

In fact, of the seven mem- 
bers of the politburo's stand- 
ing committee six are engi- 
neers and one studied 
architecture. This pattern 
repeats itself throughout the 
state council, or cabinet, and 
down through the minis- 
tries. 

Such an observation may 
appear humdrum, but In 
China it is anything but. The 
new government appointed 
in March cemented the tran- 
sition from the type of char- 
ismatic leadership character- 
ised by Deng Xiaoping, who 
died last year, to a new era 
in which decision-making 
has become less centralised. 

“As technocrats they are. 
above ail. problem solvers.” 
says David Shambaugh, 
director of the Sigur Centre 
for Asian Studies at George 
Washington University. 

“They are not utopian 
ideologues, bent on remould- 
ing society to their vision. 
They tend to perceive and 
tackle problems incremen- 
tally and in isolation rather 
than viewing issues systemi- 
cally and looking for a com- 


prehensive solution." 

Socialist ideology and 
dogma appear to have virtu- 
ally vanished &om China's 
political arena. 

Assessing the forces shap- 
ing Beijing's policy is no lon- 
ger a question of reading one 
man's character. Against 
most expectations, a com- 
plex, collective leadership 
structure has emerged. 

Mr Zhu has clear responsi- 
bility for the economy. Mr 
Jiang sets foreign policy 
with the help of Qian 
Qichen. a vice-premier and 
Former foreign minister. 

Wu Yi, formerly foreign 
trade minister, is responsible 
for overseeing trade policy 
and China's strategy to gain 
entry into the World Trade 
Organisation. 

Wen Jiabao. a vice-premier 
and rising star, is charged 
with overseeing agriculture 
and the reorganisation 
of the country's financial 
system. 

Wu Bangguo. another 
promising vice-premier, has 
been given the challenging 
portfolio of guiding state 
enterprise reform. 

Li Peng, the former pre- 
mier and a conservative, 
retains influence from his 
position as number two in 
the Communist Party hierar- 
chy but appears vastly out- 


numbered by reformists in 
the higher echelons or gov- 
ernment. 

The transition of power 
from Mr Deng to Mr Jiang 
has been surprisingly 
smooth. But it would be pre- 
mature to assume that sig- 
nificant tensions do not exist 
behind the composed exte- 
rior that China presents to 
the world. 

Beijing is wrestling with 
enormous economic and 
social problems of a 
long-term and structural 
nature. 

Striking a balance between 
the need to attract foreign 
investment and the mount- 
ing pressure to protect 


domestic industry may 
become more tricky. The 
painful but crucial reforms 
to state-owned enterprises 
and the banking system tend 
to run counter to the need to 
keep unemployment from 
surging. 

And yet, if rising unem- 
ployment was to lead to 
social unrest, a conservative 
backlash would probably be 
unavoidable. Much of the 
nuance and debate that char- 
acterises the post-Deng era 
would be swept aside. The 


machinery of co mmunis t 
control would be recommis- 
sioned. observers said. 

The issue of Taiwan could 
also test the new power 
nexus. Despite a recent 
improvement in the atmo- 
sphere across the Taiwan 
Strait, underlying bilateral 
strains are gathering 
strength. 

Taiwan's opposition Demo- 
cratic Progressive Party, 
which favours independence 
from Beijing, is expected to 
put up a strong showing in 
elections in December. 

But for the time being an 
aura or balance and profes- 
sionalism surrounds Mr 
Zhu's new team. Tim bold 


reorganisation of the central 
government structure that 
began in March Is now 
almost complete. The com- 
plement of ministries has 
been cut from 40 to 29 and 
staff numbers slashed by 
nearly half. 

The speed with which the 
bloated bureaucracy was 
trimmed, despite rankling 
opposition, indicates the 
force of Mr Zhu’s personal- 
ity. 

Businessmen and diplo- 
mats have complained, how- 


‘Socialist ideology and dogma appear 
to have virtually vanished from 
China’s political arena’ 


ever, that the reorganisation 
disrupted the work of the 
ministries for several 
months. Some also found 
that important contacts cul- 
tivated over many years 
have been moved on. 

Some ministry-level bodies 
have emerged from the 
reshuffle with clearly 
enhanced powers. The State 
Economic and Trade Com- 
mission has been charged 
with creating vast "Fortune 
500" conglomerates in the 
all-important steel, energy, 
chemicals, motor and textil e 
Industries. 

The Ministry of Informal 
tion Industries has consoli- 
dated control over telecoms 
and electronics businesses 
but is still vying for greater 
control of the country's vast 
television market now regu- 
lated by the State Adminis- 
tration of Radio, Fflnj and 
Television. 

The structure of govern- 
ment has not been the only 
focus of the technocrats' 
taste for re-engineering. Per- 
haps Mr Jiang's boldest 
move yet as president was 
his order in July that the 
People's Liberation Army 
should get out of business. 

If carried through, it 
would require the divest- 
ment of 20.000 firms. 

The directive appears to 
have been driven by a desire 
to stop the army’s rampant 
smuggling activities. But 
there is also evidence that 
Mr Jiang may be attempting 



to reposition the army as a 
professional fighting force 
with waning influence in 
politics and business. 

For the flr& tung since the 
army installed the commu- 
nist government in 1949. 
there are .no gpnnraic on the 
politburo’s standing commit- 
tee. 

But beyond the drive for a 
professional government, 
national prosperit y and the 
rule of law, it is difficult to 
attribute a vision to Mr 
Jiang. 

It is far from dear, for 
instance, whether he 
believes the law should one 
day be allowed to regulate 
the activities of the Commu- 
nist Party, which is at pres- 
ent held “above everything”, 
and the process of govern- 
ment 


The issue of electoral 
reform Is equally opaque. 
Villages in many parts of the 
country have conducted 
competitive elections, but 
these are poorly monitored 
and moves to set up opposi- 
tion parties have been 
swiftly crushed. 

It could be that Mr Jiang 
regards some form of partici- 
patory democracy as desir- 
able to condition the rule of 
law, but there Is no evidence 
to this effect. What does 
s*y»m certain, though, is that 
corruption. If not systeml- 
cally checked, could eventu- 
ally rot the communist sys- 
tem to its core. 

There are plenty of warn- 
ings to effect in Chinese 
dissident literature on Inter- 
net sites such as Tunnel”. A 
recent anonymous piece 


argued that China has no 
choice but to start political . 
reform if it wanted to sus- j 
tain economic development 
and keep corruption in - 
check. 

In think-tanks, umversi-.. 
ties and other more formal. 
settings a lively debate on 
civil liberties, human rights, - 
the rule of law and democ- 
racy has begun. 

The signing of the United 
Nations covenant on civil 
and political rights in Octo- 
ber is likely to add impetus 
to this debate as academics 
study the document to pre- 
pare for eventual ratifica- 
tion. 

But whether these discus- 
sions are straws in the wind 
or the portents of i mm i n ent 
ch an g e may only be revealed 
over time. 


FOREIGN POLICY byStephen Fldler 

Strategy for improved 
relationship with US 

The issue of human rights is likely to continue to be contentious, even though the 
Chinese government signed the UN convention on human rights in October. But the 
most problematic area of all remains Taiwan 


China's presence on the 
world stage has grown sig- 
nificantly over the past year. 
It has been praised for acting 
as a bulwark against finan- 
cial turmoil in Asia, and in 
so doing has emerged as a 
regional economic power 
with global influence. 

It has played a significant 
role as a permanent member 
of the United Nations Secu- 
rity Council in reacting, for 
example, to nuclear tests by 

India and Pakistan. 

The IS months since the 
handover of Hong Kong by 
Britain have gone as 
smoothly as could be expec- 
ted. given the depth of Asia's 
financial and economic trou- 
bles. 

And Beijing has played 
host to a succession of for- 
eign leaders, most notably 
the US’ President Clinton, 
whose visit was regarded as 
successful by both sides. 

Chinese officials have a 
ready explanation for the 
country's growing confi- 
dence in international 
affairs. It follows from Chi- 
na's expanding economic 
power. 

“China has become more 
and more involved in inter- 
national affairs and more 
engaged in international 


organisations and with indi- 
vidual countries.” says 
Wang Yingfan, vice-minister 
of foreign affairs. 

Twenty years ago. when 
China began to open its 
economy to the world, its 
trade was just over $20bn. he 
notes. Two-way trade 
amounted last year to 
*325bn. 

“If foreign trade volume 
today were still $20bn. no 
country would care what 
China thought no matter 
how volatile the interna- 
tional financial situation,” 
he says. “Today, China 
stands as an important trad- 
ing nation, so whatever 
move China makes has a 
much more significant influ- 
ence than it would have had 
20 years ago." 

Su Ge. professor at Bei- 
jing's Foreign Affairs Col- 
lege, the school for China's 
diplomats, puts it in a differ- 
ent way. “Chinese economic 
development is the basis of 
foreign policy." he says. 

According to Professor Su. 
China's focus on peace and 
security and economic devel- 
opment has allowed its for- 
eign policy objectives to con- 
verge with those of the US. 
its most important bilateral 
relationship. 


The sharp deterioration of 
relations in 1995-96 over Chi- 
nese missile tests in the 
Taiwan Straits brought the 
US and China closer to war 
than it appears either side 
wanted. 

A determined effort since 
then is both Beijing and 
Washington has tried to 
improve ties to prevent such 
tension from occurring. 

Mr Wang says the 
exchange of visits between 
President Clinton and Presi- 
dent Jiang Zemin since last 
year “has brought the Chi- 
nese- US relationship to a 
new stage". Their decision to 
build “a constructive strate- 
gic partnership", he says, 
“sets the framework of and 
paints the direction for the 
China-US relationship in the 
21st century." 

Of course, the relationship 
is likely to remain tricky. 
The issue of human rights is 
likely to continue to be con- 
tentious. even though the 
Chinese government signed 
the UN convention In Octo- 
ber. But the issue that is 
most problematic remains 
Taiwan. 

From Beijing’s perspec- 
tive, one of the most impor- 
tant developments during 
Mr Clinton’s visit was his 


affirmation in Shanghai of 
the so-called Three Nos. “We 
don't support independence 
for Taiwan, or two Chinas, 
or one Taiwan one China," 
he said. “And we don’t 
believe that Taiwan should 
be a member of an organisa- 
tion for which statehood is a 
requirement." 

While US officials depicted 
this as an exposition of 
long-standing policy, it was 
the first time it had been so 
enunciated by a US presi- 
dent It made it dear, to the 
chagrin of the government 
in Taipei, that the US consid- 
ered Beijing rather than 
Taipei the rightful heirs to a 
reunited China. 

That Mr Clinton had said 
this on Chinese soil added 
another layer of significance 
for a Chinese audience, 
though the “we don’t sup- 
port" formulation was not 
the outright opposition Bei- 
jing would have preferred. 

Professor Su says the US 
strategy is to exert pressure 
on both sides. Washington 
uses its influence on Taiwan 
not to declare independence 
and not to provoke the main- 
land. and on China not to 
use force against Taiwan 
because it is committed to 
defend Taiwan under the 


CHONGQING by Peter Montagnon 


Taiwan Relations Act. 

Implied here is a Chinese 
suspicion that what the US 
is really interested in is pres- 
erving the etn+’i’r . quo. The 
unspoken danger from Bei- 
jing’s perspective is that as 
unw passes, the pop ulation 
of Taiwan would become 
increasingly less interested 
in reunification. 

There are other complica- 
tions from the perspective of 
Beijing. Says Mr Wang: 
“There are pro-Taiwan 
forces in the US Con- 
gress . . . that want to 
jnrhirip Taiwan in their thea- 
tre missile defence system. 

“If that ha ppened, it would 
be detrimental to the strate- 
gic balance and stability in 
our region. It would also 
pose an obstacle to the 
peaceful resolution of the 
Taiwan question and the 
peaceful reunification of our 
motherland.” 

China is also worried 
about new guidelines for 
defence co-operation negoti- 
ated last year between the 
US and Japan and which 
raise questions about the 
extent to which Taiwan is, 
de facto, covered by the US- 
japanese security umbrella. 

Worries in Japan about its 
vulnerability to missile 
attack have increased since 
a missile test by North 

Korea. 

Says Mr Wang at China’s 
foreign ministry: “We do not 
wish to see countries, 
because of their concern 
over this, taking - m eas ures 
that are detrimental to peace 
and stability in the region. j 

Indeed, of all the world ' 
powers, China’s relationship 
with Japan remains the 
most difficult “Fraught" is 
the word used by the Japa- 
nese foreign ministry 
spokesman. 


Experiment that must not fail 

Chongqing is one of only four towns to have special municipal status under which it reports directly to the 
central government rather than to a provincial authority 


Ask which part of China 
best typifies the adjustment 
problems faring China's vast 
hinterland and many will 
answer Chongqing, the large 
south-western city 2,500 kilo- 
metres from the coast at the 
confluence of the Jfaling and 
Yangtze rivers. 

Famous as a nationalist 
stronghold during the civil 
war, Chongqing is 
well-known to tourists as the 
starting point of river 
cruises down the Yangtze. 

Since last year it has also 
become one of only four 
towns in China - alongside 
Beijing. Tianjin and Shang- 
hai - to have special munici- 
pal status reporting directly 
to the central government 
rather than to a provincial 
authority. 

Now the municipal gov- 
ernment is trying to make 
this enclave of 30m people a 
commercial and industrial 
hub serving the whole 200m- 
strong market of southwest 
China, and even eventually 
developing export routes 
Into south-east Asia. 

With Shanghai and the 
coast only six days away by 
Yangtze cargo steamer, ft 
believes it can also be a 
more general base for 
exports. 

It is an uphill struggle. 


Like other regional govern- 
ments. the Chongqing 
municipality has to deal 
with the decline of state- 
owned industries. 

The city has traditionally 
been a centre of heavy 
industry - automotive, 
chemical and steeL In earlier 
days it was also developed as 
a centre of the now dedining 
defence industries, and all 
that has left a bitter legacy. 

Some 220.000 people have 
been laid off so for in state 
enterprise reform, says 
Wang Hongju, deputy 
mayor. Still the air is thick 
with pollution. On a bad day 
you can barely make out the 
waters of the Yangtze from 
the majestic Changjiang 
bridge that soars across the 
river In the centre of town. 

To add to the local govern- 
ment’s problems, the munici- 
pality has also been made 
responsible for resettling 
some 2m people displaced by 
the construction of the 
Three Gorges dam. 

Nor has Chongqing 
escaped the deflation lacing 
other parts of China. Visibly 
poorer than the big coastal 
rirtwg , it is nonetheless obvi- 
ously reeling from the 
effects of a real estate bub- 
ble. 

Clustered round the revo- 

\ 


lutionary monument in the 
pedestrianised town centre, 
a bunch of empty, half-fin- 
ished skyscrapers tower 
upwards, exposing their 
unfinished concrete Interiors 
to public gaze. 

Even in those which are 
complete, such as the Metro- 
politan Plaza developed by 
Hong Kong's Li Kashing, 
prime retail sites remain 
boarded up. 

Yet the government 
remains undaunted. Buoyed 
by Chongqing's new status, 
Mr Wang says the city’s 
growth rate, which is offi- 
cially expected to be around 
9 per cent this year, is well 
above the national average. 

Fiscal revenues have risen 
by 17 per cent over 1997. For- 
eign Investment is flowing in 
at a rate similar to last 
year's Slbn. 

Around half those laid off 
in state enterprise reform 
have been found new Jobs, 
mostly in the private sector 
and, adds Li Yingru, director 
of the housing reform 
bureau, 332,800 bousing 
units, or two-thirds of the 
stock available for disposal, 
have been sold since 1994. 

Large international com- 
panies with investments in 
Chongqing range from ABB 
in power transformers to 


Carrefour in retailing and 
last year Bank of Nova Sco- 
tia became the first foreign 
bank to set up a branch 
there. 

Western diplomats say the 
local infrastructure has been 
improved with better trans- 
port links such as the new 
500km expressway to the 
Sichuan capital of Chengdu 
which has reduced driving 
time between the two cities 
by almost two-thirds, though 
the road surface is hardly 
smooth. 

Still there is no feeling of a 
boom. At the Yamaha- 
jianshe motorcycle venture, 
director Liang Xueben com- 
plains that his profits have 
collapsed and he has had to 
cut his prices by 8 per cent 
because of weak demand in' 
a heavily oversupplied mar- 
ket. Some workers on 
short-term contracts will not 
be rehired. 

Much work remains to be 
done on the state enterprises 
and on building incomes in 
the rural sector of the 
municipality which have 
been under pressure because 
of a glut in food supplies. 

Mr Wang says the munici- 
pal government is trying to 
bring relief by encouraging 
the development of process- 
ing industries, including a 


sausage factory and orange- 
juice plant, which will bring 
the formers a more stable 
income. 

Peasants who are being 
relocated because of the 
Three Gorges project ate 
being given better quality 
housing and new opportuni- 
ties. for example in pickle 
manufacture. 

With its underlying eco- 
nomic tensions, Chongqing 
is one of those places where 
China watchers fear the risk 
of social unrest as old indus- 
tries are wound down and 
expectations scaled back. 

In giving Chongqing its 
new status and allowing 
preferential treatment for 
foreign investment, the cen- 
tral government must be 
hoping it has also created an 
incentive for the municipal- 
ity to create a dynamic econ- 
omy that will spread wealth 
through one of China’s 
poorer regions. 

Whether it will succeed 
remains an open question 
against today's inauspicious 
economic backdrop. 

But for both the city gov- 
ernment and for Zhu Rongji, 
China’s prime minister who 
has made development of 
the hinterland a mam prior- 
ity, this is an experiment 
that cannot afford to foil. 


WORLD TRADE ORGANISATION by Stephen Fidler 


Very long march to 
join the ‘club’ 

China has been seeking membership of the WTO or its 
predecessor, the GATT, for more than a decade, and the 
government insists publicly it is as committed as ever 


fihtna is the largest trading 
nation outside the World 
Trade Organisation. 
Whether it joins the organi- 
sation or stays out, 
it poses important questions 
for the world trading system. 

China has been seeking 
membership of the WTO or 
its predecessor, the GATT, 
for more than a ij pwwip, and 
the g o v ernm ent insists pub- 
licly it is as committed as 
ever. 

“We must comply with 
international trading rules 
that everybody else complies 
with. We wish to became a 
member of the WTO at an 
early date," says Wang Ying- 
fan, vice-minister of foreign 
affaire 

Yet, there is growing evi- 
dence of frustration among 
those negotiating with China 
at what Charlene Barshef- 
sky, the US trade representa- 
tive, calls “the almost 
unbearably slow” pace of 
negotiations. 

She has been insisting on 
a “commercially viable" 
agreement for Chinese entry, 
indicating that China will 
not be waved into the WTO 
on political grounds, a posi- 
tion upon which US and 
European negotiators are 
closely aligned. Yet, she 
questions whether the Chi- 
nese government has come, 
to terms with the implica- 
tions of this. 

“The question is whether 
there is the political will in 
China to reach a substantive 
decision on admission. Is it 
ready to make the changes 
on rules and market access 
th at the other 130 members 
have made? China cannot be 
an exception or the system 
will collapse,” she says 
In an interview in Washing- 
ton. 

After “quite good prog- 
ress” in negotiations in 1997, 
“the momentum slowed 
down" this year. Beyond 
that, she argues: “We are 
seeing some potential back- 
sliding on a series of prom- 
ised reforms, including those 
with respect to state-owned 
enterprises. 

Most recently, the govern- 
ment has decided to recapi- 
talise certain loss-making 
enterprises apparently to 
protect jobs, bat at the same 
time restrict imports In 
these sectors." Some foreign 
direct investors, for example 
in telecommunications, were 
also facing increased obsta- 
cles. 

Membership on easy terms 
for China would have pro- 
found consequences for 
developing country members 
of the WTO. whose goods 
compete directly with China, 
she says. 

It would also set prece- 
dents for more than a dozen 
other countries now seeking 
membership, starting with 
Russia, Vietnam and a string 
of former republics of the 
Soviet Union. 

Yet, the Asian crisis and 


deteriorating economic con- 
ditions at home have led 
some observers to believe 
that China cannot handle 
early membership. 

' Zhang Y u n ling , director of 
the Institute of Asia-Pacific 
Studies at the Ghinasg Acad- 
emy of Social Science in Bei- 
jing. says: “The greatest 
priority for the leadership 
is the domestio econo- 
my... It’s not the time [to 
join]." 

Joining the WTO is more 
than a matter of liberalising 
the market, he says, but also 
of widespread institutional 
reform, ‘if we just liberalise 
the market, we’ll have a 
crash." 

According to a World 
Bank official: “China doesn’t 
feel it can get a very good 
deal right now. The world 
powers are not goi ng 
to give flexible enough 
terms." 

In the face of the Asian 
crisis, China’s leaders are 
concerned about the conse- 
quences for uncompetitive 
state-owned enterprises and 
the social consequences of 
growing unemployment. 
“They don’t think they can 
afford it domestically. Six to 
eight months ago, they 


about 17 per cent now. Its 
main trading partners would 
prefer to see average tariffs 
of 7 to 8 per cent. 

However, this tells only 
part or the story. Tbere^ 
remain many tariff peak^* 
above 15 per cent which 
would not be significantly 
reduced. 

On cars, for example, 
China has offered to 
cut tariffs to 60 per cent, 
unacceptably high, to the EU 
officials. 

On telecommunications, 
China has pledged to open 
its mobile telephone services 
market to direct equity par- 
ticipation five years after 
WTO entry, allowing for for- 
eign equity stakes of up to 25 
per cent. 

This is less than some for- 
eign companies enjoy in 
same current telecommuni- 
cations ventures, which < 
the Chinese government 
now appears to be winding 
up. 

Meanwhile, in financial 
services and agriculture, 
there has been no substan- 
tive offer. 

Yet. if China does not 
join the WTO. the bar to 
entry will continue to rise as. 
new agreements are incorpo- 


There is growing evidence of 
frustration among those negotiating 
with China at the almost unbearably 
slow pace of negotiations’ 


might have been able to say 
that they can manage it. 
Right now, they don't have 
the same degree of confi- 
dence." 

Ji Xiaonan, director of the 
department of policy and 
law at the State Economic 
and Thade Commission, says 
there is still the will to join. 
But he adds: "The problem 
lies with the conditions of 
the WTO. Scone of these con- 
ditions are too severe and we 
can’t meet them... Our 
funda m entals are very 
weak." 

He says trading partners 
“only focus on our coastal 
regions but our vast inland 
provinces are quite weak... I 
also personally feel that the 
current financial crisis 
In Asia and the slowing 
down of the world economy 
also poses a threat to Chi- 
nese economic develop- 
ment". 

According to Shen Jiru; a 
professor at the institute of 
World Economics and Poli- 
tics at the Chinese Academy 
of Social Sciences, “the Chi- 
nese economy j s very 
uncompetitive except 
for the garment industry and 
toys." 

European officials say 
Chma has offered to reduce 
average tariffs on goods 
included in the offer, to io 
per cent on entry, from 


rated into the world trading 
system. 

This could mean one of the 
world’s largest trading pow- 
ers remains indefinitely out- 
side the rule of inte rnational 
trading law. 

There is another conun- 
drum posed by delaying Chi- 
nese entry to the WTO: 
Taiwan. Taiwan has prog- 
ressed significantly farther 
than China in its negotia- 
tions over WTO entry in 
both negotiating areas: trad- 
ing rules and market access. 
The question this raises is 
whether Taiwan should be 
allowed into the WTO before 
China. 

China would react power- 
fully to such a move, and 

some negotiators now are 
concerned that China's tac- 
tic in WTO negotiations may 
be to string the organisation 
along tantalisingly, with the 
main objective of delaying 
Taiwanese entry. 

Yet membership of the 
WTO does not imply state- 
hood: Hong Kong has long 
been a member. “If member- 
ship is not a political issue 
but a commercial one. as we 
are saying, why are we 
delaying Taiwanese member- 
ship?" asks one western offi- 
cial. 

Additional reporting by 
•tomes Kynge. 
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CHINA 8 


PEOPLE'S LIBERATION ARMY by James Kynge 


Military to quit business 


Before party bosses can slim down the defence forces, they must first liquidate much of ‘PLA Inc’ which has 
a sprawling commercial empire of roughly 20,000 enterprises 


A fashionable crowd sways 
to the tech co pop beat at the 
Hotspot Disco in central Bei- 
jing. Prom the ceiling a cou- 
ple of metal cages are low- 
ered on ropes to reveal their 
‘'prisoners''', young women 
in PVC doing a slow, writh- 
ing dance. 

Nothing about the estab- 
lishment betrays that it is 
owned by the People's Liber- 
ation Army (PLA), which 
installed China's Communist 
Party in 1949. But it would 
hardly seem remarkable to 
most Chinese that the organ- 
isation responsible for the 
nation's security is engaged 
in such twilight business 
ventures. 

The fact is that the PLA is 
one of China’s biggest entre- 
preneurs. What began in the 
mid-1980s as a means of com- 
pensating for inadequate 
military budgets has bur- 
geoned into a sprawling 
empire or roughly 20.000 
enterprises, said to provide 
about one-third of the mili- 
tary's operating expenses. 
“PLA Inc" had forged many 
joint ventures with foreign 
investors and was starting to 
invest overseas. 

So it came as a consider- 
able surprise when Jiang 
Zemin, the president, 
ordered in July that the PLA 
Vwhicb also comprises the 
navy and air force) should 
quit business altogether. 

The order, if it is carried 
through successfully, could 
rank as one of Mr Jiang's 
greatest achievements. The 
task be has set himself 
amounts to nothing less 
than the repositioning of an 
organisation which wields 
immense political and com- 
mercial influence, and is 
often regarded as enjoying a 
status above the law. 

In September last year. Mr 
Jiang appointed the first 
standing committee of the 
Communist Party's politburo 
that does not include a mem- 
ber of the military. He also 
announced plans to cut the 
3m-strong armed forces by 
500,000 as part of efforts to 
create a more professional 
defence system. 

Chinese officials say the 
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ultimate goal of Mr Jiang’s 
reforms is to foster an army 
that is dedicated to national 
defence, answerable to the 
laws of the state and not dis- 
tracted by bumness. 

General Fu Quanyou, head 
of the army's General Staff 
Department, talks of a “high- 
tech, modern'* defence force. 

“The army must hold high 
the banner of opposing 
money worship, hedonism 
and extreme individualism 
and wage a resolute struggle 
against the negative phe- 
nomenon of corruption," the 
People's Liberation Army 
daily said in an editorial. 

Such aims might seem to 
define minimum expecta- 
tions for any army, but the 
realisation of them in China 
would mark a profound shift 
in the country's body politic. 
Separating the PLA from its 
business revenues would 
render it more dependent on 
the state budget and there- 
fore diminish the political 
clout of top generals, ana- 
lysts say. 

It is understood that pres- 
sure from the PLA prompted 
Mr Jiang to embark in 1966 
on ill-advised missile “tests" 


near Taiwan, Beijing’s rival 
since the end of the civil war 
in 1949. This sabre-rattling 
has since been discredited; 
some officials now privately 
acknowledge that it turned 
many average Taiwanese 
against the idea of reunifica- 
tion with the mainland . 

From an economic stand- 
point, too. the PLA’s involve- 
ment in business has become 
counter-productive. The 
army, despite its roots as a 
self-sufficient guerilla force, 
has proven generally inept 
at civilian business. The cur- 
rent economic slowdown, 
especially in the state sector, 
has accentuated the PLA's 
shortco mings and strength- 
ened arguments that it 
should quit commerce. 

The Shenyang Aircraft 
Corporation, one of the top 
enterprises In the military- 
industrial complex, provides 
a relevant case study. Hie 
company's range of about 
200 civilian products dis- 
plays a dizzying disregard 
for synergy, ft makes buses, 
jeeps, window frames, indus- 
trial filters, production lines 
for television manufactur- 
ing, metal shelves and hov- 


ercraft - to name a few. 

Its “problems left over 
from history" mean that a 
payroll of 18,000 people sup- 
port another 11,000 pension- 
ers. Hie company also runs 
five elementary schools and 
four middle schools for the 
children of employees. Its 
annual interest payment to 
banks is RMB60.000 to 
R MB 70,000, more than its 
total profit in 1997 of 
RMB20,000. says a senior 
executive at the company. 

The enterprise’s diversifi- 
cation into civilian business 
has had limi ted success in 
financing its core activity - 
the development and con- 
struction of China’s fighter 
Jets. And the economic slow- 
down this year has hit the 
company so hard that it has 
had to accept bartered goods 
such as "detergent, bicycles 
and Mercedes" in lieu of 
cash payments from hard hit 
customers, the executive 
said. 

Anxious to bolster flagging 
earnings, the PLA has 
become the main culprit in a 
smuggling boom which one 
offi cial said in the summer 
was costing customs authori- 


ties RMBlOObn in revenues. 
It was these growing smug' 
gling activities that 
caused Mr Jiang's patience 
to snap. 

But real questions r emain 
over whether and how the 
PLA can be removed from 
business- Barly signs have 
been encouraging. Sanjiu 
Enterprises Group, a phar- 
maceutical company with 
US$L2bn in assets, was in 
November in the process of 
being t ransf erred to the con- 
trol of th8 State Council 
(cabinet), executives said. 

But it may be more diffi- 
cult to bring firms such as 
Poly Group, the largest and. 
most profitable of the PLA 
companies, tinder civilian 
control. Poly, headed by 
General He Ping, 
son-in-law of the late Deng 
Xiaoping, is China’s 
arms m erb ium t_ 

It may turn out that PLA 
enterprises of an obviously 
military nature will be sub- 
sumed by the ministry erf sci- 
ence, technology and indus- 
try for national defence, 
analysts say. 

Those of a primarily civil- 
ian nature would be more 
likely to be taken over by 
the state economic and trade 
commission, a powe r ful state 
council body responsible fin- 
creating what China hopes 
will be internationally com- 


petitive corporations in the 
21st century. 

The mechanism of the 
transfers has so far been 
kept secret, and it was not 
clear whether the govern- 
ment plans to pay the 
PLA directly for corporate 
assets. 

But one thing is dean if 
the transfer Is successful 
the government will have to 
compensate the army for lost 
revenues - adding new 
strains to a government bud- 
get already hit by falling 
contributions from state- 
owned enterprises. 

The Hotspot disco, and 
other small and medium- 
sized ventures which 
account for 95 per cent of all 
PLA ventures, are expected 
to be sold off to any civilian 
willing and able to buy. 



People's Uberatton Army on the march: the organisation re sp on sib le tor the nation's security is also engaged in many twSght business ventues 


UNEMPLOYMENT by James Kynge and James Harding 


Solving the queue problem 


The jobless ranks have reached the 
highest level since 1949 and could top 
1 8m by next year 


Rising unemployment has 
become perhaps the single 
most powerful factor in 
forming China's economic 
policymaking. 

Through the centuries. 
Chinese leaden; have feared 
unrest spreading through a 
disgruntled populace. The 
lack of an effective social 
welfare network has meant 
that unemployment can, and 
does, increase the incidence 
of crime and the potential 
for mass social disturbance. 

But as the country trans- 
forms itself from rigid cen- 
tral planning to o more mar- 
ket-oriented economy, 
unemployment is an 
unavoidable byproduct. 
From these considerations 
has emerged a simple 
matrix: when unemployment 
is rising fast, the pace of 
painful reforms to China’s 
vast state-owned industrial 
sector should be slowed. 

Precisely this has hap- 
pened this year. Hu Angang. 
a leading economist at the 
Chinese Academy of Sci- 
ences, says unemployment 
has risen to its highest level 
since the revolution in 1949, 
and the problem of Jobles- 


sness Is structural. 

“We can clearly say China 
has entered the high unem- 
ployment phase. ** says Mr 
Hu. He estimates urban job- 
less at I3m-25m this year, or 
eight per cent of the urban 
workforce. Next year, it 
could climb to ISm, or nine 
per cent, he adds. Such fig- 
ures are more than double 
the official statistics, which 
are regarded as too conser- 
vative. 

Economists estimate that 
in addition to the urban 
unemployed. China has 
about 160m rural migrants, 
who drift in from the coun- 
tryside to the city In search 
of labouring jobs. Hie num- 
her Of this rag-tag army has 
swelled this year because of 
a slowdown in the township 
and village enterprise sector. 

The potential for unrest is 
a powerful argument tor eco- 
nomic stimulus, such as this 
year's infrastructure spend- 
ing programme. Many econo- 
mists believe that China 
does not have the option of 
allowing growth to slow 
down so much that unem- 
ployment balloons. 

In addition, the changing 


shape of the national econ- 
omy’ has meant that fewer 
jobs are generated for each 
percentage point increase in 
gross domestic product. This 
is because industry Is 
becoming less labour-inten- 
sive and the service sector, 
which is contributing a 
greater share of headline 
growth, tends to soak up 
fewer workers than industry. 

Yukon Huang, director of 
the World Rank in Beijing, 
says that a 10 per cent 
increase in GDP growth 
these days probably gener- 
ates a 1-1.5 per cent rise in 
jobs, down considerably 
from previous phases in Chi- 
na's development. 

The challenge of dealing 
with joblessness is therefore 
acute. Authorities through- 
out China have set up job 
markets catering to laid off 
workers from the more than 
300,000 companies in the 
state sector. Their success 
rate is between 50-60 per 
cent, but the jobs that they 
place applicants in are often 
short-term, insecure and 
badly paid. 

In Shenyang, formerly a 
centre of China's heavy 
industry but now in decay, 
one job centre was offering 
menial positions for as little 
as RMB200 a month. Other 
jobs were offering a monthly 


wage of about R MB 600. 
Training, at least, is pro- 
vided free for former state 
workers. "It takes about 
three days to train a shoe- 
shine and about three 
months to teach a cook,” 
says the director of the 
Shenyang Job Centre. 

The all-but -disappearance 
of new listing business of 
Chinese companies on the 
capital markets and the 
decline in foreign direct 
investment has meant that 
business consultancies and 
accountants have had to lay 
off employees. 

The volatility in overseas 
markets and the pressures 
on the global hankin g indus- 
try have also taken their toll 
on S h an gh ai's white collar 
workers. European and US 
stock brokerages have been 
cutting costs, some Aslan 
firms have been moving Into 
smaller premises and reduc- 
ing the si2e of their 
operations and at least one 
Japanese bank and a Korean 
firm have withdrawn from 
Shanghai altogether. 

The rate of people drop- 
ping out of professional posi- 
tions - either laid off or 
prompted to resign - has qua- 
drupled this year, according 
to Zhao I Amin, director of an 
executive recruitment 
agency that operates under 


Fesco, the government 
agency responsible for find- 
ing well-educated young pro- 
fessionals for foreign-in- 
vested enterprises in 
Shanghai. 

“Since the beginning of 
the year, in part due to the 
Asian fi nan c ia l crisis, there 
have been problems la 
China, not just for low-level 
employees in state-owned 
enterprises, bat also for 
white collar workers." 

Xu KuangdL Shanghai’s 
mayor, has been vocal in his 
concern about developing 
service sector jobs to replace 
losses in the state Industrial 
sector. In a speech earlier 
this year, he said: “Reduc- 
tions in some areas of the 
work force are inevitable as 
part of a restructuring of 
Shanghai's industry and the 
reform of the state sec- 
tor . . . Improving social 
guarantees for displaced 
workers is a key task tor us 
in the future." 

Some laidoff professionals 
plan to use their time wisely. 
“The next three years in 
China are not going to be 
good. I am going to do an 
MBA in the US. By the time 
I get back, the economy win 
be roaring ahead again,’’ 
says He Bing, who lost Us 
job in a trading company 
this year. 
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POWER INDUSTRY by James Harding 


Chronic shortage 
to oversupply 


The imbalance between rising electricity output and slower 
industrial production will reduce scope for investmnent 


China's power Industry has 
confused economists and 
confounded investors this 
year. 

In the past, electricity out- 
put grew at roughly half the 
rate of gross domestic prod- 
uct But in the first nine 
months of this year, output 
rose by just 3 per cent while 
the economy grew an annual 
rate of 7J2 per cent 
Nor do the power figures 
immediately seem to tally 
with the 8 per cent increase 
in industrial production, 
which in China's manufac- 
turing-heavy economy is 
almost all electricity-driven. 

Sceptics say electricity 
generation is a more reliable 
measure than hnartirna econ- 
omy figures, which are more- 
prone to the kind of political 
massage that ensures Chi- 
na's reaches its sensitive 
growth targets. For them, 
the divergence between the 
power statistics and the 
economic numbers is puz- 
zling. 

“Every indicator suggests 
China's economy is growing 
much less quickly than 8 per 
cent [China’s growth target 
for 1998], The statistics on 
one side must be 
wrong . . . and it is much 
easier to measure units of 


serious 


areas now face 
excess capacity. 

Foreign investment has 
played an important part in 
the rapid development of 
China's power Industry. 

By the end of last year, the 
State Power Corporation, the 
ministry-level body responsi- 
ble for the administration of 
the sector, recorded 96 for- 
eign-funded projects with a 
total contracted foreign 
investment of $23.7bn. Chi- 
na’s total generating capac- 
ity at the end of 1997 was 
254m KW. 

But against the back- 
ground of a growing overca- 
pacity problem and a soften- 
ing of demand growth, 
investors have started to 
show their frustration. 

In September, AES Corpo- 
ration. one of the largest for- 
eign investors in China's 
power sector, said it would 
not invest “another dollar” 
until the Chinese authorities 
resolve problems that have 


There is now an 

electricity 

overcapacity 


problem in China 1 


particularly where interna- 
tional participation will fos- 
ter domestic technological 
development. 

Zhang Xuezhi. director, i 
the hydropower devel 
department at the St 
Power Corporation said ear- 
lier this year that “massive -: 
hydropower projects are 
planned that will create - . 
colossal demand for interna- 
tional loans, overseas tech- 
nology and equipment and 
direct foreign investment”. 

The Three Gorges Dam 
will make a significant can- ' 
tribution to China’s hydro- 
power output on completion 
in 2009. But, between now 
and then, the project Is 
likely to continue to he 
dogged by international 
h uman rights and environ- 
mental groups. 

Their protests, which have . . 
focused on the forced reloca-£| 
tion of more than im people. -- 
the destruction of wildlife 
caused by the creation of a 
6O0km -long lake and the 
environmental dangers of 
building such a huge 
man-made lake, have ebbed 
in recent years. 

However, the controversy 
is likely to resurface as the 
project looks overseas for 
funds to help meet the.esti- . 


energy consumed than GDP mated $24^bn cost of build- 


growth, ’’ says one analyst in 
Shanghai. 

The slowing electricity 
demand growth only under- 
mines already waning for- 
eign enthusiasm for investm- 
rnent in China’s power 
industry. 

Within a few years in the 
1990s. China’s electricity sec- 
tor has switched from a situ- 
ation of chronic shortage to 
general oversupply. 

At the same time, China 
wants to buy equipment to 
develop its power industry 
from domestic rather than 
overseas manufacturers, 
“There is now an electric- 
ity overcapacity problem in 
China,” consultants Cam- 
bridge Energy Research 
Associates said in a report 
earlier this year, martring 
the dramatic shift in market 
conditions. 

"For half a decade. China 
has been the prime under- 
served market - and the 
Stuff of dreams and aspira- 
tions for private power 
developers . . . [but] there is 
overcapacity In nearly every 
area where conditions would 
he attractive for investment 
at this time." the Cera report 
said. 

The rapid installation of 
new capacity - roughly 10 
GW per year for the last 10 
years - has been chiefly 
responsible for the apparent 
supply surplus in many 
areas of China. 

Huge regional differences 
exist in the development of 
China's power sector, inland 
provinces, such as Gansu. 
Qmghai, Henan and Sichuan 
still face serious electricity 


company’s 


hit the 
operations. 

“Every month, someone 
tries to break a contract or 
get out of some sort of pay- 
ment ” said Bill Ruccius. 
president and. chief execu- 
tive of AES Orient, the north 
Asia division of the company 
that has invested S380m in 
nine power projects with a 
total capacity of 3.000MW in 
China. 

The changing conditions 
in the power market, as well 
as the shift in foreign Inves- 
tor perceptions, have focused 
attention on different areas 
of the industry, such as dis- 
tribution, hydropower and 
the future of nuclear energy. 

The development of Chi- 
na's power grid promises 
strong growth in the next 
few years, but, again, the 
prospects for foreign inves- 
tors may be mixed. China 
plans to invest about 8l2bn 
to upgrade Its urban power 
grids over the next three 
years. 

But, in a signal that ech- 
oes Beijing’s other moves 
away from foreign suppliers, 
the State Power Corporation 
has said it plans to source 
the bulk of equipment from 
Chinese companies. 

"Hie programme is expec- 
ted to play an active role in 
promoting the domestic 
machinery and electronics 
industry, because almost all 
the equipment needed in the 
upgrading project will be 
purchased at home,” the offi- 
cial media has reported. 

China is trying to funnel 
foreign investment into ape- 


shortages, while coastal dfic areas of the industry. 


ing the world’s largest 
hydropower station. 

The development of Chi- 
na's nuclear energy industry 
is also likely to raise con- - 
cerns abroad and at home. 

But, in a country so over .. 
whelmingly dependent on 
coal-fired power, which is - 
already having a hugely 
damaging impact on thB 
environment and public 
health, an increase in 
nuclear electricity output 
has become an important 
target for the managers of - 
China’s power industry. \jtgv 

China currently operates 
three nuclear power plants: 
two plants at the Days Bay 
facility in Guangdong Prov- 
ince, and the Qtnehan plant - - 
in Zhejiang province just 
south of Shanghai. But Bm- 
jing-has set targets for the 
accelerated development of_ 
the sector by 2020, China is 
aiming to have 50.000MW tff 
nuclear capacity, compared 
with the current 2.100MW. 

Growth in the nuclear sec- 
tor, could represent between 
Sl.5bn and $2.5bn in con- 
tracts to foreign equipment 
suppliers each year, industry 
analysts suggest. But, as is 
already the case elsewhere 
hi the Chinese power indus- 
try, the competition will be 
stiff and margins slowly 
whittled down. 

This year, after long nego- » , 
nations to allay US fears 
°ver the onward export of 
nuclear technologies and the 
use of equipment in the mili- 
tary. President Clinton 
agreed, to allow US compa- 
nies to export civilian-use 
nuclear energy equipment to 
Chinn 
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